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FIGURE 3-4

Like many Caribbean islands, a major challenge facing the three US. Virgin
Islands is the lack of fresh water. Inhabitants must rely on rainfall stored in
cisterns as a primary source of fresh water. In times of severe drought, water
must be brought in by barges from Puerto Rico - a very costly procedure. The
territorial government's desalinization plants, which convert salt water into
fresh water, help to offset the perpetual shortage; however, these plants are
inadequate for the demand, and barely produce enough to supply the needs of
residents and the minimal industry on the islands. The cost of an inadequate
water supply is high and has an impact on all parts of the community. It is a
deterrent to the development of industry on the islands and a major operating
expense of the tourist business. The government is making strong efforts to
develop both short- and long-term solutions to ease the ongoing water shortage.

Because of the limited space for agriculture, the hilly terrain and the high cost of
real estate, the islands are unable to produce sufficient food to satisfy the needs
of the populace. Farm acreage has declined significantly on these islands since
1917, as agricultural land has been converted to shopping centers, housing
developments, and other alternative uses, Consequently, most of the goods
consumed in the territory are imported from the United States. These include
food, clothing, materials, supplies, medicine and so forth. As a result, the cost of

living in the Virgin Islands is significantly higher than in most places in the 50
states.

Although there is no direct correlation between the size of an area's population
and its specific level of transient visitation, historical and projected population
trends often reflect the economic climate of a lacale. For hotels located in the
Caribbean, population statistics are also indicative of the available labor force. The
following table illustrates historical population trends for the U.S. Virgin Islands,
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The economy of the U.S. Virgin Islands is heavily dependent upon tourism, which is
the major industry in the region. The dominance of tourism is dictated by two
major factors: the lack of natural resources necessary to support manufacturing or
other industries, and the suitability of the islands (including the climate, location,
topography, and natural beauty) as a destination resort area. The following

breakdown of economic indicators provides a profile of the economy of the US
Virgin Islands.

FIGURE3-1 USVI- ECONOMIC INDICATORS
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The preceding table illustrates labor force that is dependent on four major
industries. Local territorial government is the largest employer in the market area,
followed by services (professional and business, education, healthcare, etc),
leisure and hospitality, and retail trade. While “leisure and hospitality” represents
the direct employment that supports the travel and tourism industry, a variety of
jobs are indirectly attributed to this industry.

Unemployment in the USVI exhibited fluctuations but remained stable on an
annual average compounded basis over the decade,

FIGURE 3-2 UNEMPLOYMENT STATISTICS
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The Virgin Islands economic performance, as tracked by employment indicators,
was mixed for first half of fiscal year 2013 compared to the same period a year
earlier. Industries including tourism, trade, utilities, professional and business,
food and services, and information showed growth over the past six months.

Other sectors of the economy namely construction, manufacturing, arts and
entertainment, and government waned.

Government; trade, transportation and utilities; and leisure and hospitality are the
industries with the largest number of jobs. These three sectors account for 62% of
all jobs. Professional and business services; construction; and financial activities
account for 8%, 5% and 6%, respectively. Manufacturing and educational and

health services account for 5% and 6% each, while other services and information
account for the remainder of the jobs.
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Tourism

For the first half of this fiscal year 2013, 46,119 persons were employed - 20,371
on St. Croix and 25,748 on St. Thomas and St. John. This is 1.8% lower than the
46,941 persons employed for the corresponding period last fiscal year. The
Territory’s unemployment rate has steadily increased since 2009 from a high of
7.0% to 9.5%. The rate has remained steady at B.9% for the first six months of the

fiscal year. The rate for 5t. Croix is 9.8%, while the rate for St. Thomas and St. John
is 8.2%.

The travel and tourism industry plays an undeniably-important role in the local
economy. Also contributing to the islands’ success as a tourist destination are the
U.S. Customs regulations, which permit U.S. tourists to double the value of their
purchases in the Virgin Islands, compared to other Caribbean islands.

FIGURE3-3 CONTRIBUTION OF TRAVEL & TOURSIM TO GDP
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The number of tourists has grown at a moderate annual average compounded
rate of 1.5%. In 1999 and 2000, the tourist count posted strong annual gains of
14.6% and 12.8%, respectively; however, this growth was followed by moderate
decreases in 2001 and 2002, due to the slowdown in the U.S, economy, as well as
the negative impact of September 11t on the U.S. travel. Thereafter, the number
of tourists at USVI increased, and peaked in 2007. Decreases in 2008-2009 can be
attributed to the global economic recession.

Total visitation to the USVl increased at an annual average rate of 1.4% from 1999
to 2013. The most significant gain has been exhibited by the air excursionists, at
9.2% annual growth (past 5-years). According to the representatives at the U.S.
Virgin Islands Hotel & Tourism Association, though total visitation to St. John has
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Visitor Expenditures

slowed somewhat due to the past economic recession, strengths of the islands as a

destination, including the consistently strong air lift, have shielded the islands
from dramatic decreases in tourism activities,

The following figure further illustrates the breakdown of visitation (based on hotel
registrations) in 2012 (YTD October). Year-to-date 2013 data was not available,
though the source markets have not significantly changed.

FIGURE 3-4  VISITOR BREAKDOWN
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The growth in the number of visitors and their dollars spent can be tied directly

to the growth in lodging demand in the area, as well as the growth in food,
beverage and retail sales in the area.

A total of 2,071,254 visitors arrived in the Territory during the ten months of
2012, a 1.8% increase or 37,211 more visitors than the corresponding period in
2011. There were 613,517 air visitors or 10.5% more than the 555,273 air
visitors for the same ten-month period in 2011. October 2012 year-to-date cruise
passengers arrivals were 1,475,737 versus 1,553,192 one year earlier. There
were 501 cruise ship calls during this period, 5.8% less than last year.
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FIGURE 3-5 VISITOR ARRIVALS
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The leisure and hospitality sector, which is comprised of hotels and other lodging
places, restaurants and food services, and arts and entertainment, accounts for
17% of total employment. For the first six months of fiscal year 2013, the number
of jobs averaged 7,447 and a year-on-year increase of 1.6%. An upturn in the
tourism and hospitality industry within the past several months, specifically in
the hotel accommodation, has improved this sector's performance. However, this
sector is expected to decline in the latter part of fiscal year 2013 as the sector's
seasonal jobs are lost due to annual temporary closing of hotels and other
accommodation establishments.

Data provided by the IMF and the Caribbean Tourism Organization, provide an
analysis of the change in volume of international tourist arrivals and variance in
GDP performance of selected countries within the region between 2011 and 2012.
Studies have shown that there is a direct correlation between international
tourist arrivals and GDP growth. This is shown in the following table.

In the Caribbean, which is an established leisure tourist destination and where

tourism is often the principal contributor to GDP, the data indicates mixed results
between 2011 and 2012.
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Airport Traffic

FIGURE3-6 TOURISM AND ECONOMIC PERFORMANCE (2011-2012)
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Airport passenger counts are important indicators of lodging demand. Depending
on the type of service provided by a particular airfield, a sizable percentage of
arriving passengers may require hotel accommodations. Trends showing changes

in passenger counts also reflect local business activity and the overall economic
health of the area.

The following table illustrates historical operating statistics for the USVI
(combined St. Thomas, St. John and St. Croix).
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FIGURE 3-7  USVI - AIRPORT STATISTICS

Passenger Percent Percent

Year Traffic Change* Change**
1998 523,406 - -
1999 560,134 70 % 70 %
2000 629,800 124 97
2001 609,646 (3.2) 52
2002 598,508 {1.8) 34
2003 620,815 357, 35
2004 658,637 6.1 39
2005 697,033 58 42
2006 671,361 13.7 32
2007 693,373 33 32
2008 678,140 22) 26
2009 564,248 (20} 2.2
2010 691,558 41 23
2011 678,961 {18} 20
2012 737,650 86 25

*Annual average compounded percentage change from the previous year
**Annual average compounded percentage change from first year of dat:

Source: Cyril E. King Airport, St Thomas

These facilities recorded 737,650 passengers in 2012. The change in passenger

traffic between 2011 and 2012 was 8.6%. The average annual change during the
period shown was 2.5%.

The Virgin Islands Port Authority operates the Cyril E. King Airport on St. Thomas
and the Alexander Hamilton Airport on St. Croix. Prior to the last decade, the
terminal building at Cyril E. King Airport had been far from modern in appearance,
facilities, and services. Moreover, due to the situation of the airfield on a relatively
small plateau, surrounded by hills on two sides and with the ocean on the third
side, access to this facility had been relatively difficult. The small size of the plateau
had resulted in a relatively short runway, limiting the size of the planes that had
landed at the airport. The airport underwent a runway expansion in 1985; and in

1990, a new terminal was constructed. Following such expansions, accessibility to
the U.S.V.I improved significantly.

The following table illustrates historical trends in the number of visitors to the
islands (via air transportation). Years in which there was a decline have been
highlighted. St. Thomas and St. john are served by the Cyril E. King International
Airport which is located proximate to the downtown Charlotte Amalie area (those
visiting St. John will take a ferry over to the island after landing in St. Thomas),
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while St. Croix is served by Henry Rohlsen International Airport, located six miles
southwest of the city of Christiansted.

FIGURE 3-8 HISTORICAL AIR VISITATION STATISTICS AND TRENDS

§t. Thomas / 8t. Percent Percont  U.8. Virgin islands Parcent
John Change §t. Croix Change Total Changs

1884 536,755 . 140,261 - 877,016 5
1995 434121 19.7 % 130,843 6% 562,084 70 %
1996 309763 28.1 152,394 16.4 462,157 178
1887 367.744 18.7 140,781 76 508,525 10.0
1908 388,241 56 135165 40 523406 298
1990 427,932 102 132,202 22 560,134 70
2000 482,441 127 147,359 115 £29,800 124
2001 469,423 27 140,223 48 509,646 32
2002 472,900 07 126,008 101 598,908 18
2003 505,894 7.0 114,821 88 620,815 a7
2004 526,400 41 132,237 16.1 858,637 6.1
2005 545,260 38 151,773 14.8 697,033 58
2006 533 419 22 137,942 8.1 671381 a7
2007 561,321 52 132,052 43 683,373 33
2008 558 412 05 119.728 8.3 678,140 22
2009 533 310 45 130,938 9.4 £64.248 20
2010 543,002 18 148,556 135 691,558 41
2011 531,907 20 147 054 1.0 678,961 18
2012 NAV NAY 737,650 88
Compound Average Annual
Growth Rate (1994-2011) p-13% g3k 0.50%
Compound Average Annual
Growih Rate (2000-2011) tHY e 1.
Compound Average Annual
Growth Rate (2005-2011) ] wE 1

Source: U.S. Virgin Islands Bureau of Economic Research

Large declines in visitation during the calendar years of 1995 (a 19.7% decline
from 1994 levels) and 1996 (a 28.1% decline from 1995 levels) to the islands of St.
Thomas and St. John have made the growth achieved from 1997 through 2010
appear negligible (an average of over 3.0%) appear negligible. Declines in 1995
and 1996 can be primarily attributed to the destructive forces of Hurricanes
Marilyn (1995) and Bertha (1996). On St. Thomas alone, Hurricane Marilyn, after
destroying an estimated 80% of the island's homes and businesses {(including the
desalination plant}, left approximately 10,000 people homeless, killed five people,
and caused an estimated $1.5 billion in damages to the island's infrastructure.
While the area was recovering from the damages of Hurricane Marilyn, Hurricane
Bertha rolled through and damaged 1,415 homes, causing an estimated $7.5
million in damages to the island’s infrastructure. In addition to the immediate
damages caused by the storms, the then-dilapidated tourism infrastructure
discouraged many travelers from going to the U.S. Virgin Islands. The islands are
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Regional Hotel
Occupancy and
Average Rates

generally threatened by hurricanes from August through October, a constant
factor that must be dealt with when trying to attract and accommodate tourism.
Significant growth of 8.6% was recorded in 2012,

As of the end of 2011, there were 47 hotels with 3,759 rooms in the USVI; this
includes large resorts like the Marriott Frenchman's Reef, small inns, and even the
Maho Bay Tent Camp. Separately, the USVI had a total of 1,130 condominium and
timeshare units as of year-end 2011 that were rented out on a daily or weekly
basis. It should be noted that this number reflects only those units registered with
the government and excludes those used by the owners, and rented out on a casual
or indirect basis. These units typically operate at even lower occupancy levels due
to the lack of a cohesive market plan and owner usage, although the addition of
professional management companies have made the condominiums at Point

Pleasant, Sapphire Beach Resort, and Secret Harbor more competitive in recent
years.

The lodging accommodation occupancy rate for the entire territory decreased
from 64.4% in 2007 to 57.1% in 2011, with declines in occupancy driven by a
decrease in room night demand, especially in 2009. The 2009 decline in demand is
attributed to the global recession. Minimal growth in 2010-2011 is attributed to
the temporary closure of the Marriott Frenchman's Reef, the de-flagging of former
Holiday Inn Windward Passage, and softness within the condominium market. In
regards to St. Thomas and St John's lodging occupancy (as St. Croix only
represents roughly 25% of the territory’s lodging supply), occupancy rates

mimicked the territory-wide performance, decreasing from 67.7% in 2006 to
54.4% in 2011.

Based on the foregoing and discussions with people familiar with the local
economy, it is estimated that the local economy will rebound in earnest during
2014, led by an uptick in the tourism sector, which appears to have been
underway since 2010 following two years of declines. Overall, the USVI economy
in general and the St. Thomas economy in particular appear to have weathered the
global credit crisis and the U.S./worldwide economic recession favorably. In 2010,
most economic indicators turned positive or are anticipated to be positive once the
data is released, with the noted exception of the residential and construction
sectors, which are still in a malaise following the recession. Year-to-date results for
2013 are mixed, as small increases in air visitors, decreases in cruise visitors, and
decreases in occupied room nights offer little clarity; however, most hoteliers we
spoke with were bullish on the future tourism prospects for the island.

August-2013

Market Area Analvsis A=y



spue|s| W3NA SN 'UYOT 15 - 1J0SaY eulely Aeg [eJo) pasodold

w.v sisAjeuy easy 1ien

£102-15Ni

eizd g g Tag gy STt B e TP 3O ALY 3Pl ot Elnag viesin gy g sreal
wpoupy ey oo

O LU RN T UL T TR R ST P E R PR TR LU T U PR T L TEAT ST LA R of I L R VO TS BRI O T M R LR TR A

I 3 U UGG & () WAl g pea] uteng Y] sdniuas see g e e g A 5 o fr) Smeeqop oyl wa v viep e ang Asie o sy TR 20 puenvang pas il
ey
¥ T E CEC X3 . s % ¥t LT S e u i A il - T
Wiy fik e H ne [ nt i r [ It 3 ne N rn N
“iy L& L] a =1 un ri =1 L4 (3 1 It ey Rl
r s L Ly LTy L i «t T | 5 [ i Y AL T |
e P Tk LS Y ¥t T nty ANT 1e Noay ) LI i 1 P | [ frpEan]
Wi Tn v T s Kl ) rn t " o 1] ro I IFisday
T wi 1 L un h L3 1l it " Su i w b (30 v e wlhy
i | (9} M| 11 i m 1% ity -t 1 t 1 :_ s~y EEY LRI ]
wl s § Lt g Hihi 1 s ety P §Y XY et Tl Ll i s LA ] b g 3
i " .l: by o b My Rt iy t s Tabr tomg 5 [ ITH ey Ny iyl Shiwite gt LU e
{s0] Taaeggop aty s el s 1 sl NF LT _.._z._f._m_":::_. UL s
YTh [§] i il Y] T el | sy eee sisey
v Ll tar 1 1a2 1 ¥~ Wi hk tIy [ i (LY e EEX R L LT
& st Y5 s 1 e 7 Wiy o T MET (L uss LU [y H iy '] wrgl By pak e
L »L YR LS (LR wl 1% | I L ey | HP b DEL s LRI HD L (L T
1l Ty iy A1) 1%y |17 it st isht e r Hyi (LY [LLLY ) LU vt #in il dmipig g TREE <pngy
(L} T4 s Py W SR PRR Will ¥ FTn ton B nei s W N (Fuwd 1 e L gL Cnpluzs porgae syt grieg
i I SGeT oo i NCTINAO TN OV TO-INSRIOT TEILT TS
§ Y [X3T] ik Tk Wb WA oty Gy ] F bt o fur w fut ALAERSE AeTh
wuy uyr FAT ih Wy g wir N Y] y il o 4} tay e Ay aling vig)
LrE [R1 S T t HHy LT t W 1 et [ iy e + Sl Epasumean |
THiw [ U] im LT Nl Bl s if [ B ae L uhE it
ik [ PR Visid ) ERtly LR il rahl | N s T el 'l LMY Lapnwiadan ey
- ——_— 1Ry 0P 45 S0 may CTN LGN TN T HODISIA ]
[ [ o0 F E " T r e I L il ti welifpe s e iy
tk 1 &hy ] | L] Lan Er ¥ T E > T [T+ MEr b3 LS 1 Il maticenl g
(i} ] iy [ ] | Y Hrt i . nki [ L8] =TT i o el LY | "o LB L] MIR ML R PILHIO) - IR
X,y K
nl ti iry 1Fy thi LA ne! LT tis sl LR ML L ik iy = DAL i Ry
L] ty iINE'] 1 1sit LN N | L T FLinE L Hiks LT hoFRi g LRIY | R | wim 1 s faly 1 calny t1aderd ey
Hy indr I 0Ers E1fe [T o tire Vits bt thhdle The ¥l Sarir > Dl SSTIRIELRONY R I EHe Y
R R ST
iy [Thy (X I irn L] Ted oy, Eiy " RN BN 13w (BRI} arl't ...__.-.. ECLURRILE A N2 AT
vl FE Dnt Yy T Iwty t NN ) AT ] 1984 4 IRV 7% FER ) N L[ ROt LATIRA R TR L L LA L
(] w] [ LU e RENH [ 1 | (RN | Ly ] » ¥ PR  PIR [T LT rikvl LA L] vall'l sflited e,y
LM Ll il % 1{i] LR 1 il P i LT I wN aiN : M/ - % i NPV Y
u iy wirl’s el A | i Wil 1 flie s L LY Fmiy fistls e rulv | Wil R ot [ SN |
b 11 LY ¥ ENY o Chy Lrih 1% L LAY & s 6lty b U «Lid Ay o Fintitie)
Fs il [ LM T BT L Laek [t e gL [ vl O Fupy ety hELLE PN Lratiey Py
{ASTAMTIO PO SRD[UN SPUEROINL STV A THEY ARSI
) R - LT oLz 6007 ROOT 2002 a060c €002 rnoT £06E FAL (YA 100¢ _ogm 0661

AT MY [T

o Tagnsa Mmm 01 -1 IOFE) - 20800 SANVISI NIDYIA §'0 "3NYIWY SLLOTHVHT - S§ 3AVD FEHON 060k
HONYIAOD THL 40 321440 - HOHVYISIH JIWONODT 40 Nv3ng
SI0)EIIPU] WISLINO ], [enUUY SPUg[s] uIdnA SN

SIILSILYLS WSIHNOL TYNNNY IASN TYIIHOLSIH - 6-E 34ND



e|sf WBNA SN "WYOT 15 — 14053Y BULIT Aeg |eJo] pasodoug

m.v sisAjeuy easy Ja)ien £10zZ-15n

TPVEY P Mo - I TR A )

Ting oy tely
Kl i Toy i §1R N1 AITFEL CRE R WRLOEL ) i sl Tl {CE C TR T S B £ Ty BT

14, Dt il LT I B AR SR 1Y

i bl 2 " L3 iry E| il Rlg (L iy uRj I+1 sl nl LS LA RPN T LFLRETREEN
Fi ¥ LA LY LIFS A tifrush W X W e LR Fd ek Kor o A 1N FE T IgE NIH [Tt a1 RS TR BT ER EYAITE
i = f1 il Wi il i3 o ey b 1My e bl (1] il LI P LHIN jab e,
AR ] 158
gl i¥ PN S [CYRRY LS R i sy IF'Eesy (L S T Sl £ [F30.a] wit £ BEC' hE T3 By o d Py patul G teminanyge Ay
BiF i oy el T L33 ¥l (Lo iT #in s Kl uug ¥l (&1 T UMY M S i,
(1] '] [T o b 16s YR [T LR 20 s ORE N n s bt L o LI L TP T LL AT ST {50 2l £37rs g Aoy
ol th- LT8} et el Rrl r.l thi e T uty e L1 ] +l P & nneny o Eugimy
yeldiog oy
wiH in Talons ST R HEETh thLiv ML wIltlE [0 1 2o [U1 Y] [EIE | iyl ERTNS CYE]] Hod w9y P4 Y R S e s altrrany
LLE) ] =rl o iar vkl =Hi L1 (TR s T Lt Lol e I Ui e LRl BLELL AR LN LUt B
# T " SONAER MUt E BpTuLE LReTER U R IO ok W Rl ftdi LibTHD [E TR TR | 149 2 uul 2T g ATy
b tiH = LTH St stf i R i 8 It it fue st I LMY T SUEY
BBV TINEL
L LU Fir 134 Yyt . It e il il ol b ¥ A L
Ak (K1} i T Tu =i e ] T PR 1] i Kn LAPE TN L DT LA HIER |
Wi L | (3] nl 6l H i i 1 1l hl P bt g
L " Tk (3 PRl <) qe -n ot LIl it N0 [T e )
G cl i Ll an 1 (R W U] He i | L0 TP PN, B
uy i I »7 TL bt ¥ t¥ i It L] (L MY RG]
5 t Pl LK r+i vl (N 3 il ] | ~ 4 0 S| [0} ik bl TRESIIRTAY
3 i L = v W uY Shy 10 (&1 H (e} 14y LY ARCE MY, WoYy
[ L) | Fed 19 LA ral 351 irt Eil i ired » Ui 3 Hy
=il el Ee i 0. Lo L] Iw ry Lo i iy say
url LR il i bl ril uil ol & 01 il ril i e )
Wiy (2% ] Y (N3] tio i I Ut il hu t s [a uing RS TEE D TN UL T
wite LR s it LI 1% > b WA b A oo lith irin Wt [TEEUE P TN
Ly T | E0 En 1 71 w14 0 ih H D} f ] La innagaligumen ) 4 50
Bk [ Ity (TR I4R g Wit 1 i i RIS L iR T Y o RN LU wal ¥V Lt B A g s LTS 1 « A} asan$ Py ey
1P [t W3PS IR PI0: Ipani enny SJO1ICe AH SIS 1 T L0H)
I =¥ *aP oL L o 43 bl B3 i e Tkt i tiE i 7R EL] sl e anmdnoy
im ual iy e g L L 4 1ed L th It ik HE [N SR R T UIEDEEIE
£ 11 i sk Tty " 1 k] ULk L N W % il iy =uunn gy
3] ¢ fir il i | n 4! 1 F4} - | g ¥ ol vt wl Wl HHTY 0 LIty
ni i bl 4 k" R | 41t frd] ol k'l (N g IN| T i 1 %L R BILESI T ETR 14T
ITURN:Y
. okl ] T L g § am T r o= T Vb iy v by s Oimilnny
S it ik niH e fat arm W] e T s o t i whi QU LTGHE [T NARHEATI Y
FiF Th TER tak'y (Lo L L 9es hw'y Tl niin Ly il wgity N LTL U BT F]
CR1] (K1) it 1 M "y I i i hi n e a} 1.4 b B L] BT
% 14 Iepyy Py [T R 0yt NERS %t ruw I b iy fim 8 L[] S Ve [ )
R ._.-n_rﬂ
- 118 1:% Ry uirs Tt (Y Wb s M, sam »* prn {rgaarnth arer i
i 11 ol 11 Ml £y ' H Ll il i Ay 144r (TR
i Lo fows '8 HIEE [N b | Xiwy dak i1 LW » ¥l mr vt it dr T
(1] (] ir i ur iy ot it = ut B ut nr i Sy
i in R it Kbt LN Lel’t TN By i 1LY ®al'e FEL L Q(HE myt SERI e Lmal ag

SNOLI VODINODY ISIHNOL $ILO ANy SELIOH
AT Ry HL0E 010z 600T 8002 £0D2 9007 00z 00z 1074 007 Loge 000z 6tk
r I HFALE [PHERY

SULSILVLS SIMNOL TYNNNY IASN TYIINOLSIH  OT-€ Jyne



Major Business and
Industry

Cruise Ship Industry

The closure of the HOVENSA refinery will affect overall value of exports. The
refinery accounted for 21% of Gross Territorial Product and 95% of the refined
petroleum products exported to the U.S. Overall, the manufacturing sector will
continue to see a loss of jobs within this sector. On the other hand, the rum
industry is expected to strengthen with the production of Diageo rum that started
in November 2011 and beginning in 2012, will produce Captain Morgan branded
rum. Diageo has the capacity to produce 20 million proof gallons of rum annually.
It is projected to return a gross of $100 million annually.

The manufacturing sector is continuing to hemorrhage jobs due to the January
2012 announcement by HOVENSA, L.L.C. ceasing refinery operations. The refinery
officiaily closed on February 21, 2012 and HOVENSA proposes to turn the facility
inte a storage terminal that will employ approximately 100 workers. HOVENSA
has agreed to allow the V.I. Water and Power Authority and St. Croix gasoline

retailers to continue purchasing fuel supplies at a discounted rate through the end
of 2012.

Construction has remained flat with only the public sector engaged in
infrastructure projects. These projects include the $10 million University of the
Virgin Islands St. Thomas Residence Halls, the $20 million Whispering Hills
housing devetopment, the $5 million Main Street Enhancement Project, the $5.4
million Rothschild Francis Square Revitalization, the $13 million UVI Research &
Technology Park Campus Building, and the first phase $20 million Louis Brown
Villas housing development both on St. Croix.

During the 1980s and 1990s, cruise passenger arrivals experienced growth
increasing at a rate greater than that of total visitor arrivals, due to an increase in
passenger cruise ship arrivals in general, as well as an increased number of cruise
ship arrivals. The annual average compounded change from 1999 through 2009
was 1.7%. Following marginal declines of cruise passenger arrivals in 2005 and
2006, cruise passenger arrivals increased by roundly 1.0% in 2007. Decreases in
2008 and 2009 can be attributed to the global econemic recession.

On St. Thomas, the primary debarkation point for these passengers is at the deep-
water pier in Charlotte Amalie. Because the island of St. John does not have
facilities capable of accommodating a large cruise ship, visitors to St. John arriving
by cruise ship must also disembark at Charlotte Amalie, and find boat or ferry
transportation to the Island of St. John.

The following table (most recent available) identifies arrivals between October
2011 and 2012,
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FIGURE 3-11 CRUISE PASSENGER ARRIVALS

CRUISE PASSENGER ARRIVALS, OCTOBER 2011 - OCTOBER 2012

TotalUgVI

2012 % chg 2012 % chg 2011 20
January 235,503 279,727 -25 29427 21,166 -2B.1 154,598 ' 250,893 -1.5
February 211,606 229916 8.7 23083 20433 -115 226,336 250,153 105
March 241,440 222342 79 20535 19779 37 253,408 239,075 -5.7
April 173,844 1BE.647 8.5 19639 16787 -145 184,445 205,434 114
May 125028 91,5:0 -268 4.,595% 4] - 129623 91,510 -294
June 98,021 Bl966 -164 4900 4] 102,921 £1.,966 -20.4
July 102 B70 95,790 -59 4975 0 107,795 96,790 -10.2
August 104,491 89,692 -142 43843 0 109,334 89,692 -1B.0
September 75,411 69,489 -7.9 4325 0 79,736 69,489 -1259
October 100532 986427 -19 4464 2,093 531 104,996 100,735 -4.1
November 189, 832 15,153 - 214,98%
December 21B 518 22296 240,814
Quarter:
First 688,549 681,985 -10 73,046 61,383 -16.0 734,342 740,121 08
Second 396,893 362,123 -B.8 29,134 16,787 -424 416,989 378910 9.1
Third 282,772 255,971 95 14,093 0 - 296,865 255971 -138
Fourth 518,882 - 41,913 - - 560,795 -

Boat service to St. John out of St. Thomas is accomplished either from the Red
Hook Dock on the eastern end of the Island of St. Thomas or from downtown
Charlotte Amalie. Caneel Bay Resort and the Westin St John provide a private
boat service for its guests between the resort and Charlotte Amalie or Red Hook.

St. Thomas has been the second-largest cruise port in the Caribbean for the past
several years, with some days seeing as many as seven large ships in Charlotte
Amalie harbor at a time. Virtually all of the major Caribbean cruise lines dock in St.
Thomas, sailing out of New York, Virginia, and Florida, as well as from other U.S.
East Coast ports and from the West Coast. While these types of visitors do not
directly impact lodging activity in the area because the tourists generally sleep on
board the ship, they do indirectly influence lodging demand - by returning to the

islands on another trip, or perhaps, by reporting about the islands' attributes to
friends and relatives.

Many Caribbean hoteliers argue that the luxury resort developments that have
diluted the overall accommodations in the region in recent years are in the form of
cruise ships, which can be considered destinations of their own. Others believe
that the ships provide effective marketing for the individual islands, as passengers
frequently return after a cruise that briefly visited the island. The cruise ship
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Tourist Attractions

expansion is not without its problems. Even in large, established ports such as
Puerto Rico and St. Thomas, complaints that passengers overcrowd the islands
without consuming local goods and services are raising political and economic
concerns. However, reconciliation between hotel and cruise ship operators may lie
in the blend of land-sea vacations.

The U.S. Virgin Islands attraction as a resort destination is derived primarily from
the tropical climate of the area, particularly juxtaposed to the relatively cold
climate in the regions of the mainland United States that constitute the islands’
primary source markets. In addition, the natural beauty of the island of 5t. Thomas
and its status as a territory of the United States further contribute to the area's
suitability as a destination location.

ST JOHN

In addition to the beach activities previously mentioned, visitors to St. Thomas can
enjoy a variety of other water activities, such as boating, sailing, fishing,
snorkeling, and SCUBA diving. The waters between St. Thomas, St. John and St.
Croix comprise one of the richest marine areas in the world. In addition to
beautiful reefs and underwater caves in which a wide variety of tropical fish
abound, the area has many shipwrecks and other underwater curiosities for the
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Shopping on St. John

SCUBA diver. All types of boating, including yachting and sailing, are extremely
popular in the Virgin Islands (outside of hurricane season) because the trade
winds blow consistently year round, the tropical climate, beautiful beaches,
proximity to other Caribbean islands and marinas, and safe waters. Area resorts
offer these water-related activities to their guests, providing a variety of sailing

and fishing boats, in addition to regular SCUBA diving instruction and
explorations,

As previously mentioned, the Virgin Islands’ attraction as a resort destination is
derived primarily from the climate of the area, particularly juxtaposed to the
climate in the regions of the mainland that constitute the islands' primary market
areas. In addition, the natural resources and beauty of the islands further
contribute to the area’s suitability as a destination location.

On the Island of St. fohn, the major tourist attractions are the tropical vegetation
and sandy beaches made available by the donation of roughly fourteen square
miles to the National Park Service by Laurence Rockefeller. Among the interesting
sites are a bay-tree forest, the Annaberg Ruins, and the St. John Museum.

Although St. John offers several free-standing retail stores and a small two-story
outdoor mall called Mongoose Junction in the Town of Cruz Bay, guests staying on
the island generally take one-day excursions to St. Thomas for the majority of their
shopping. As a free port, St. Thomas is a shopper's paradise, offering merchandise
from around the world at savings ranging from 25% to 50%. Packed into several
blocks within Charlotte Amalie are literally hundreds of duty-free shops, offering

everything from French perfumes to Swiss watches, European crystal and china,
and other merchandise,
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Conclusion

ST JOHN SHOPPING DISTRICT

The natural attributes of the U.S. Virgin Islands make them ideally suited to the
tourism trade, while at the same time limiting the potential for the development of
other industries. As a result, the islands’ economy is heavily dependent upon the

leisure tourism industry, a circumstance that is considered to have positive and
negative aspects,

The most obvious and influential negative factor is that this dependence renders
St. John's economy extremely susceptible to fluctuations in the level of leisure
tourism; as tourism is generally tied to the level of discretionary income of the
population which constitutes the destination's primary source markets, the
economy of the islands is most directly influenced by fluctuations in the US.
economy. This relationship was evident in the early 1980s, the early 2000s, and in
the past economic downturn; recessions in the United States resulted in declines in
discretionary income levels and consequent declines in the tourism industry
throughout the United States and popular U.S. destination locations, including the
US. Virgin Islands. Seasonality is also an important aspect of the market;
traditional hoteliers attempt to gain 60-65% of their annual income in the first five
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months of the year, or roughly the first 40% of the year. Hurricanes can also
detrimental effect on tourist arrivals as well as the hotel infrastructure itself: in
years following a particularly destructive hurricane, tourism arrivals are down as
the hotels must be rebuilt and the negative stigma of potential danger for trip
cancellations remains.
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4. Supply and Demand Analysis

Definition of Subject
Hotel Market

In the lodging industry, price varies directly, but not proportionately, with demand
and inversely, but not proportienately, with supply. Supply is measured by the
number of guestrooms available, and demand is measured by the number of
rooms occupied; the net effect of supply and demand toward equilibrium results in
a prevailing price, or average rate. The purpose of this section is to investigate
current supply and demand trends, as indicated by the current competitive

market, and to set forth a basis for the projection of future supply and demand
growth.

The 130-room Proposed Coral Bay Marina Resort will be located in St. John, US
Virgin Islands. The greater market surrounding the subject site offers 9 hotels and
motels, spanning 1,503 rooms. The two largest hotels are the 478-room Marriott
and the 180-room Ritz-Carlton, each are located on the island of St. Thomas.

Due to the unique physical and historical characteristics of the Coral Bay area as a
luxury destination resort, the subject property will only competes on a limited
basis with the other hotels in the U.S. Virgin Islands. In fact, only a few resorts in
the entire Caribbean region are considered comparable and competitive to the
Coral Bay Marina and Resort, and will be the only resort that can offer a full-
service marina and supporting facilities. Therefore, the subject property is
considered also to a degree, compete with the luxury resorts from other islands of
the Caribbean, primarily by virtue of product quality, the marina, and price point.

Although the lodging trends of the luxury resorts throughout the Caribbean do not
necessarily reflect the dynamics of the local USVI lodging market, we have
presented them in order to illustrate the overall trends of the Caribbean region,
which we believe have a strong influence on the local lodging market and thus, the
subject property. We also note that these trends will serve as benchmarks in
projecting the subject property’s occupancy and average rate performance.

Of this larger supply set, the proposed subject property is expected to compete
with a smaller set of hotels based on various factors. These factors may include
location, price point, product quality, length of stay (such as an extended-stay
focus vs. non-extended-stay focus), room type (all-suite vs. standard), hotel age, or
brand, among other factors. We have reviewed these pertinent attributes and
established an expected competitive set based upon this review. Our review of the
proposed subject property’s specific competitive set within the St. John area
begins after our review of national occupancy, average rate, and RevPAR trends.
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Cumnlu and Mameand Awal.als - -



U.S. Virgin tsland
Historical Demand

Levels

FIGURE 4-1

The preceding market conditions have affected occupancy levels across the U.S.
Virgin Islands. The Bureau of Economic Research maintains occupancy statistics
for the territory’s lodging supply; a summary of these statistics has been presented

in the following table. Year-end 2012 data was not available at the time of this
report.

HOTEL OCCUPANCY RATES -~ OCTOBER 2011 TO OCTOBER 2012

January

February
March
April

May

lune

July
August
Saptember
Gctoher

November

December

Quarter:
First

Second

St. Croix Total LsvI

2013 2011 2012,% chg
603 614 1.0 43.3 5d.2 50 576 58.6 2.0
65.1 66 .2 11 £9.%5 59,1 03 637 644 07
7t.4 572 ~-i41 50 & 55.1 15 66.3 56.7 -9.6
51.9 57.3 45 41.2 41,7 0.5 56.9 536 -3.3
S50 460 -100 366 348 -9 510 433 -7.7
516 a57 58 A4 317 -5.7 48.7 431 -57
532 5.5 g7 475 355 111 51.7 487 -30
443 H“o -0t 40.1 31.9 8z 4311 412 -19
337 305 = 35.9 4.7 =113 343 29.2 -51
47.1 3%.8B 7.3 36.5 326 3% 445 381 -64
467 - 2.7 - - 482 - -
533 - 521 - 576 = -
656 €13 -4 .4 52.9 56.1 32 64.5 60.2 -2.5
565 496 7.0 i5.4 31.0 2.4 523 46.6 -5.7
438 325 =11 41.2 315 -9.7 432 33.8-32

The hotel occupancy rate averaged 60.6% in the St. Thomas-St. John area in 2011
with 574,959 registered hotel puests. Local resident guests declined by 9.3%,
while guests from Puerto Rico increased 2.1%. Guests from other areas and other
West Indies increased by 51.7% and 13.3%, respectively. In addition, guests from
Central and South America grew by 21.5% and 55.1% and visitation from Europe
increased by 55.1%, and Canadian guests grew by 1.5%.

The Caribbean lodging market bottomed out in fate 2009, at which time demand
rebounded and the supply pipeline diminished. In 2010, occupancy rebounded
strongly, and by 2011, average rates in most islands showed increases. In many
markets, strong occupancy levels are allowing hotel operators to continue to make
aggressive average rate gains in 2013, while in some less-robust markets, average

August-2013

Supply and Demand Analysis [ e |



rate growth is still constrained by weak demand levels. With demand largely
recovered from the correction in 2009, and new supply remaining muted in 2013

and 2014, markets should be able to support healthy average rate gains in the near
term.

FIGURE4-2 ESTIMATED ROOM OCCUPANCY BY ISLAND AND TYPE OF VISITOR ACCOMMODATIONS
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FIGURE 4-3 ORIGIN DISTRIBUTION BY ISLAND — OCTOBER 2011 TO OCTOBER 2012

October Year-to-Date

O:ztober Only

Percent

Arca of Origin

USVI HOTEL GUESTS FROM:

U.Ss Mainland

57. THOMAS/ST. 10HN HOTEL GUESTS FROM

31 450

Total

U.5 Mankand 35,4249 33,360 507 618 477,015 Bl Bi.0
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Gther Weast nidie €73 666 7,609 6,600 1.3 53!
Canada 257 215 5,554 5. 635 0.9 140
Europe 2,154 1,249 14,810 22,968 25 4.0
Central Amer La 30 60 480 583 01 6.1
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Other Areas 273 04 4,114 1,989 0.7 0.3
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Historical Supply
and Demand Data

Smith Travel Research (STR) is an independent research firm that compiles and
publishes data on the lodging industry, routinely used by typical hotel buyers, STR
has compiled historical supply and demand data for a group of hotels considered
applicable to this analysis for the proposed subject property. This information is
presented in the foliowing table, along with the market-wide occupancy, average
rate, and rooms revenue per available room (RevPAR). RevPAR is calculated by

multiplying occupancy by average rate and provides an indication of how well
rooms revenue is being maximized.

The properties that have been included in the following set are not all competitive
with the proposed subject property; properties have been included in this trend
report that are not competitive with the proposed subject property in order to
bypass the limitations that have been placed on the data by STR. Nonetheless, the
trends exhibited by this collection of properties does remain indicative of the
larger-scale dynamic lodging market of the U.S. Virgin Islands, particularly on St.

Thomas, with regard to trends in hotel occupancy, average rate, RevPAR, and
seasonality.

Based on our selected primary competitive hotel set, room night demand has
grown at an annual average annual compounded rate of approximately 0.3%
between 2007 and 2012. Demand increased by 0.4% in 2008, and then declined by
3.1% in 2009 mirroring global economic turmoil and significant downward trends
in international travel. Demand increased 1.8% in 2010, which was followed by a
2.4% increase in 2011, However, in 2012 demand declined by 2.7%. Year-to-date
indicators suggest that occupancy declined by 1.6% through May 2013 compared
to the same period in 2012. Over the periods analyzed, the competitive sets
occupancy rate ranged from a low of 69.6% to a high of 73.3%. Occupancy rates
over the past three years have been in excess of 70%.

Average rates on the other hand, increased significantly in 2008 by 11.7%, and
then were offset with devastating decreases in 2009 by 13.8%. Over the past three
years the average rate has regained strength by increasing at a rate of 2.9% in
2010, 3.7% in 2011 and 6% in 2012. This has resulted in RevPAR increases over
the past three years of 4.7% in 2010, 6.5% in 2011 and 3.8% in 2012. The annual
average compounded rate of change to the average rate is 1.7% between 2007 and
2012, which was significantly impacted with a rate compression of 13.8% in 2009.
The average rate through April 2013 is down 6.3% compared to the same period
in 2012. Over the periods analyzed, the competitive sets average rate ranged from
a low of $282.97 in 2009 to a high of $328.40 in 2008. After 2009, the average rate

continues to advance back to pre-recession levels and recorded a rate of $319.90
in 2012,
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It is important to note some limitations of the STR data. Hotels are occasionally
added to or removed from the sample, and not every property reports data in a
consistent and timely manner; these factors can influence the overall quality of the
information by skewing the results. These inconsistencies may also cause the STR
data to differ from the results of our competitive survey. Nonetheless, STR data
provide the best indication of aggregate growth or decline in existing supply and
demand; thus, these trends have been considered in our analysis. Opening dates,
as available, are presented for each reporting hotel in the previous table.

FIGURE 4-12 ROOM SUPPLY AND DEMAND
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The STR data for the competitive set reflect an overall market occupancy level of
71.2% in 2012, which compares to 72.7% for 2011. The overall average occupancy
level for the calendar years presented equates to 71.6%. Lodging trends in the St.
Thomas-St. john area began improving considerably from late 2006 through 2008.
However, in late 2008, the market began experiencing a setback, mostly attributed
to reduced international travel given the global economic crisis. It is important to
note that the majority of upper-upscale and upscale resort demand on the island of
St. John is accommodated by the Westin St. John Resort and Caneel Bay Resort,
which represents virtually all of the room supply in this tier level. Alternatively,
hotel accommodations on St. John are provided by numerous small condo hotels,
villas and rental apartment units which are typically rented on a seasonal basis.

The STR data for the competitive set reflect an overall market average rate level of
$319.90 in 2012, which compares to $301.78 for 2011. The average across all
calendar years presented for average rate equates to $303.14. Average rate in the
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Seasanality

local market registered positive growth mid-decade from 2005 through much of
2008. The strength of the economy during that time, with little rate-resistance
from the leisure sector, allowed hotel operators to increase rates. Upon the onset
of the economic recession, average rate growth began to slow in late 2008.
Average rates declined in 2009, and this downward trend continued through the
year, along with the contraction of the national economy; however, average rates
bottomed out in the low $290s that year. Average rates rebounded in 2010-2011,
and this positive trend continued through 2012 as the national and local lodging

markets began to normalize. These occupancy and average rate trends resulted in
a RevPAR level of $227.80in 2012,

Monthly occupancy and average rate trends are presented in the following tables.

FIGURE 4-13 SEASONALITY - OCCUPANCY AND AVERAGE RATE

Occupancy {averaged over trend period)
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Source: 5TR Global

The illustrated monthly occupancy and average rates patterns reflect important
seasonal characteristics. We have reviewed these trends in developing our
forthcoming forecast of market-wide demand and average rate.
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Patterns of Demand

A review of the trends in occupancy, average rate, and RevPAR per day of the week
over the past three fiscal years provides some insight into the impact that the
current economic conditions have had on the competitive lodging market. The
data, as provided by Smith Travel Research, are illustrated in the following table.

FIGURE 4-7 OCCUPANCY, AVERAGE RATE AND REVPAR BY DAY OF WEEK
Occupancy (%) Sunday Monday Tuesday Wednesday Thursday Friday Saturday  Total Year
May 10 - Apr1l 67.0 % 63.7 % 64.7 % 69.0 % 739 % 739 % 742 % 69.5 %
May 11 - Apr12 70.2 68.7 701 74.2 78.9 782 767 739
May 12 - Apr13 £8.0 66.4 65.6 701 75.0 76.1 753 70.9
Change {Occupancy Points)
FY11-FY 12 31 5.0 54 5.2 51 43 26 4.4
FY 12 -FY 13 -2.2 -2.3 4.6 -4.1 -3.9 =21 -1.5 -3.0
ADR (5} Sunday Monday Tuesday Woednesday Thursday Friday Saturday Total Year
May 10- Apr1l $289,58 5299.16 $299.71 $293.30 $293.37 $296.37 $292.23 5294.72
May 11 - Apr12 299.09 313.05 309.98 310.82 316.54 314,26 306.85 310.19
May 12 - Apr13 315.73 318.50 305,20 300,66 311.00 307.14 31383 310.25
Change (Dollars
FY11-FY 12 59.52 513.88 $10.26 $17.52 $23.17 $17.89 $14.62 $15.48
FY12-FY 13 16.64 5.45 -4.77 -10.17 -5.54 -7.13 b6 98 0.06
Change (Percent)
FY 11-FY 12 33 % 46 % 34 % 6.0 % 79 % 60 % 5.0 % 53 %
FY 12-FY 13 5.6 1.7 -1.5 -3.3 -1.8 -2.3 23 0.0
RevPAR (5) Sunday Monday Tuesday Wednesday Thursday Friday Saturday  Total Year
May 10 - Apr 11 5194.15 $190.57 $193.97 $202.34 $216.66 5219.08 521678 5204.83
May 11 - Apr 12 209.94 215.22 217.43 230.64 24984 24590 23547 225.11
May 12 - Apr 13 214.77 21155 200.09 210.72 23331 232376 236.20 220.00
Change (Dollars}
FY11-FY 12 $15.79 524.85 $23.46 $28.30 533.18 $26.82 $18.69 $24.29
FY12-FY13 4.83 -3.67 -17.34 -19.91 -16.53 -12.14 0.72 -9.11
Change (Percent)
FY11-FY 12 8.1 % 129 % 12.1 % 14.0 % 153 % 12.2 % Bb6 % 119 %
FY 12 -FY 13 2.3 -1.7 -8.0 B85 -6.6 -49 03 4.0

Source: STR Global
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In most markets, business travel, including individual commercial travelers and
corporate groups, is the predominant source of demand on Monday through
Thursday nights. Leisure travelers and non-business-related groups generate a
majority of demand on Friday and Saturday nights,

FIGURE4-8 WEEK DAY SEASONALITY OF OCCUPANCY AND AVERAGE RATE (TRAILING 12-MONTHS)

Occupancy
Month Sunday Monday Tuesday Wednesday  Thursday Friday Saturday Total Month
May - 12 731 % 66.2 % 654 % 70.6 % 776 % 834 % 84.4 % 74.1 %
jun-12 730 76.5 76.0 813 825 79.3 829 79.0
Jul-12 73.2 746 725 784 840 848 84.0 78.3
Aug - 12 63.2 62.1 61.7 674 69.5 68.0 67.8 65.9
Sep-12 376 i7.9 380 383 389 386 40.7 386
Oct - 12 4713 417 0.1 473 541 56.1 546 48.2
Nov - 12 66.3 62.5 62.2 67.7 716 747 755 68.9
Dec-12 69.3 68.4 b66.6 727 775 79.1 766 72.8
Jan-13 731 66.7 653 68.8 765 808 803 72.8
Feb- 13 78.8 75.8 74.9 846 914 884 B6.4 825
Mar - 13 821 B2.8 845 86.0 898 89.1 875 86.1
Apr-13 82.1 81.8 80.6 847 882 89.6 855 844
Average 68.0 % 66.4 % 65.6 % 70.1% 75.0 % 76.1 % 753 % 0.9 %

Average Rate

Month Sunday Monday Tuesday Wednesday  Thursday Friday Saturday Total Month
May - 12 $285.71 $269.09 5260.58 $262.94 $271.59 $275.30 $277.14 5271.56
Jun-12 269.96 276.68 286.50 266.40 25331 268 87 270.11 269.99
Jul-12 273.02 286.64 267.80 279.89 273.63 269.73 267.33 274.06
Aug-12 24004 239.22 241.46 235,83 249.71 246.75 259.56 24477
Sep-12 21192 192.37 195.50 17401 225.62 179.63 217.14 200.65
Oct-12 217.00 215.25 201,66 208.50 215.10 207.74 218.38 211.89
Nov-12 249.33 252.05 24745 243.47 250.66 249.98 260.01 250 57
Dec-12 427.44 530.24 36221 395.88 429.40 418.99 398.74 425.46
Jan-13 370.13 346.59 430.89 356.49 359.70 362.24 373.02 371.58
Feb-13 393.79 364.31 353.13 362.87 386.00 375.98 402 99 377.61
Mar - 13 398.47 394,84 386.42 418.67 422.61 400.16 399 08 402.73
Apr-13 315.53 308.32 314.56 304 56 315.13 318.01 308.75 331212
Average $315.73 $318.50 $305.20 $300.66 $311.00 $307.14 $313.83 $310.25

Source: Smith Travel Research

B umiek, 713



FIGURE4-9 OCCUPANCY AND AVERAGE RATE - CHANGES

2008 2008 2010 2011 2012
Month Occupancy ADR Occupancy ADR Oc¢cupancy ADR Occupancy ADR Occupancy ADR
January 93% 194 100% 133 ME% 53 405 62 D1% 48
February 106 177 66 162 101 14 40 68 10 aa
March 97 278 86 13 1n1 66 32 25 55 87
April 12 60 108 41 68 33 69 15 111 a5
May 5.4 s 27 141 02 24 33 52 59 50
June 57 15 19 97 19 24 s 30 10 78
July 6.6 141 56 145 18 26 53 70 91 128
August 14 08 127 132 a7 52 as 86 7.8 132
September 223 03 265 107 25 54 190 92 n2 123
October 176 10 101 02 02 94 172 135 -21.4 98
November 49 56 108 122 186 0o 205 17 02 5.2
Decembe: 17 7.8 88 108 62 143 47 52 17 111
Annual Change 20% 1.7 31 % -13.8 1B % 2.9 2.7 % 3.7 2.1 % 6.0

SUPPLY Based on an evaluation of the occupancy, rate structure, market orientation, chain

affiliation, location, facilities, amenities, reputation, and quality of each area hotel,
as well as the comments of management representatives, we have identified
several properties that are expected to be primarily competitive with the proposed
subject property. If applicable, additional lodging facilities may be judged only
secondarily competitive; although the facilities, rate structures, or market
orientations of these hotels prevent their inclusion among the primary competitive

supply, they are expected to compete with the proposed subject property to some
extent.

The following table summarizes the important operating characteristics of the
future primary competitors and the aggregate secondary competitors. This
information was compiled from personal interviews, inspections, lodging
directories, and our in-house library of operating data. The table also sets forth
each property’s penetration factors; penetration is the ratio between a specific
hotel's operating results and the corresponding data for the market. If the
penetration factor is greater than 100%, the property is performing better than
the market as a whole; conversely, if the penetration is less than 100%, the hotel is
performing at a level below the market-wide average.

Our survey of the primarily competitive hotels in the local market shows a range of

lodging types and facilities. Each primary competitor was inspected and evaluated.
Descriptions of our findings are presented below.

August-2013 Supply and Demand Analysis o=
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Ritz-Cariton Saint
Thomas

6900 Great Bay
Saint Thomas

PRIMARY COMPETITOR #1 - RITZ-CARLTON SAINT THOMAS

FIGURE 4-11 ESTIMATED HISTORICAL OPERATING STATISTICS

Witd. Annual Average Occupancy Yield
Year Room Count Occupancy Rate RevPAR  Penetration Penetration
Estimated 2010 180 73 % 5414 $302 1033 % 146.8 %
Estimated 2011 180 71 465 330 97.8 150.7
Estimated 2012 180 71 494 351 998 154.2

The Ritz-Carlton St, Thomas was originally built as a 152-unit independent hotel; it
became associated with The Ritz-Carlton brand in 1996. This resort is situated on
a 30-acre secluded estate along Great Bay on the eastern tip of St. Thomas.
According to STR, the property has undergone a few room count changes over its
life including a 48-unit expansion in December of 2002, a 24-unit reduction in May
of 2005, and another 24-unit reduction in November of 2005. The hotel added 28
rooms in July 2007, following a comprehensive $40 miltion renovation. The hotel
was closed for renovation starting August 2006, ending June 2007. The full scope
of the renovation included upgrades to all the food and beverage facilities,
guestroom buildings, walkways, balconies, and facades that were refreshed with
new stone and tile surfaces. The property features architecture that was
influenced by Spanish, European, and Caribbean design; the resort offers four food
and beverage outlets, £10,000 square feet of meeting space, two outdoor pools and
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hot tub, two tennis courts, a health club and spa, an aquatic center, retail space and
a business center. Also located on the 30-acre site are 200 Ritz-Carlton Club
fractional units. The property benefits from its steady flow of demand from the
incentive travel group segment. Overall, the property appeared to be in very good
condition. Its accessibility is superior to that of the subject site, and its visibility is
similar to the expected visibility of the Proposed Coral Bay Marina Resort.

As a strong branded luxury property, the Ritz will be rate positioned above the
subject hatel. As such, the operating metrics of this hotel help to frame the rate

positioning that can realistically be achieved by the proposed subject Coral Bay
Marina Resort hotel.

August-20113
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Westin St. John Resort
Post Office Box 8310
Saint John

PRIMARY COMPETITOR #2 - WESTIN ST. JOHN RESORT

FIGURE 4-12 ESTIMATED HISTORICAL OPERATING STATISTICS

Wtd. Annual Average Occupancy Yield
Year Room Count Qccupancy Rate RevPAR  Penetration Penetration
Estimated 2010 172 69 % 5331 §228 9717 % 1109 %
Estimated 2011 172 75 310 233 1033 106.2
Estimated 2017 172 74 318 235 104.0 103 4

The Westin St. John is located within the greater Cruz Bay area of St. John, along a
private 1,200-foot-long white sand beach surrounded by the lush green hills of
Emerald Isle. Facilities include three restaurants, an outdoor pool and whirlpool, a
fitness center, a business center, guest laundry, a gift shop, tennis courts, a spa, and
roundly 10,000 square feet of meeting space. The hotel was built in 1986 and
undergone subsequent renovations, which include the conversion of the 108
upper hillside resort guest rooms into 54 vacation ownership villas, as well as
upgrades in guestrooms and the lebby. The latest renovation was completed by
October 2008. Overall, the property appeared to be in good condition. Its
accessibility is similar to that of the subject site, and its visibility is similar to the
expected visibility of the Proposed Coral Bay Marina Resort.
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The Westin in St. John (which is a Starwood owned and branded hotel) is currently
converting three more hotel buildings into timeshare units collectively containing
79 hotel rooms, Construction has started and completion is expected in the 4%
quarter of 2014 with first occupancy in the 1% quarter of 2015. The owners will
not receive a deed, but a certificate of ownership in a trust, which is the new
timeshare ownership model being utilized by Starwood Vacation Club. The resort
already has two timeshare phases contained in 6 hotel buildings. Over time, the
entire resort is envisioned to convert all hotel rooms to dedicated timeshare units,
This expected long term strategy of Starwood will serve to reduce the number of
upper upscale hotel rooms available on St. John; said expected future reductions in
traditional hotel supply will be very beneficial for the proposed subject hotel.

Auguet.2N13
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SECONDARY COMPETITOR #1 — BOLONGO BAY BEACH RESORT

Facing a small, idyllic bay, this long-established St Thomas resort is midway
between downtown Charlotte Amalie's shopping district and Red Hook's ferries to
St. John and the British Virgin Islands. Guests at Bolongo Bay Beach Resort may
book either an all-Inclusive plan or a room-only (no meals) plan. The all-inclusive
plan includes meals at an acclaimed Caribbean fusion restaurant and a relaxed
beachfront grill. The Bolongo Bay Beach Resort's 77 guestrooms feature balconies
or terraces with close-up bay views. Rattan furniture set a tropical tone and each
room is complimented with ceiling fans and air conditioners. Bolongo Bay Beach
Resort is not a deluxe property, but the rooms are nice, spacious and comfortable,
The property offers 48 beachfront rooms (including 24 condominiums) with
ground floor beach access, 38 rooms located on the second and third floor with
beach views and private balcony, nine "value” rooms, and nine hotel rooms, all
with ocean views and lots of living area. Every room is fully equipped including
cable TV, air conditioning, telephone, refrigerator, microwave, coffee maker and

unlimited complimentary coffee, hair dryer, iron and ironing board, and in-room
safe.

Overall, the property appeared to be in average to fair condition. Its accessibility is
superior to that of the subject site, and its visibility is similar to the expected
visibility of the Proposed Coral Bay Marina Resort.
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SECONDARY COMPETITOR #2 - BEST WESTERN PLUS EMERALD BEACH RESORT

Located adjacent to the Cyril E. King International Airport on the eastern beach of
Lindberg Bay, the Best Western Emerald Beach Resort offers 90 beachfront
guestrooms. Across Lindberg Bay on the western shore is the Best Western Carib
Beach Resort; both Best Western resorts are owned and operated by the same
entity though the Emerald Beach Resort has been positioned at a higher price tier
than the Carib Beach Resort given the fact that the amenities, facilities, and the
guestrooms at Emerald Beach are more upscale in terms of design and FF&E than
those at Carib Beach. For dining, the property features Portobello and the Palms
restaurants as well as a poolside bar. The hotel property is located approximately
two miles from downtown Charlotte Amalie and just one-half mile from the Cyril E.
King International Airport, a significant benefit to many transient air passengers.
The property is also one of the closest lodging options to the University of the

Virgin Islands, which acts to bolsters this property's penetration into commercial
market segment.

The latest available data regarding occupancy and average rate for the Best
Western Plus Emerald Beach Resort, was that the property recorded an occupancy
rate of 75% and an average rate of $190, resulting in a RevPAR of $143.

Overall, the property appeared to be in average to fair condition. Its accessibility is
superior to that of the subject site, and its visibility is similar to the expected
visibility of the Proposed Coral Bay Marina Resort.
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SECONDARY COMPETITOR #3 - BEST WESTERN CARIB BEACH RESORT

The Best Western Carib Beach Resort offers 51 guestrooms overlooking the
western shore of Lindberg Bay; the Best Western Emerald Beach Resort is visible
to the east. The Carib Beach Resort has been positioned at a lower price tier than
the Emerald Beach Resort. The property features a full-service restaurant
(breakfast, lunch, and dinner) called Fajita Mexican Restaurant and Bar, an
outdoor pool, beach access, and a business center. Like its neighbor the Emerald
Beach Resort, this hotel is located approximately two miles from downtown
Charlotte Amalie and just one-half mile from the Cyril E. King International
Airport, a significant benefit to many transient air passengers. The island's two
Best Western properties are the closest lodging options to the University of the
Virgin Islands, which acts to bolsters each property's penetration into the market's
non-leisure market segments. This property is expected to maintain its current

strategy of offering rates significantly lower than most of the island's other
branded lodging properties.

The latest available data regarding occupancy and average rate for the Best
Western Carib Beach Resort, was the property recorded an occupancy rate of 65%
and an average rate of $120, resulting in a RevPAR of $78.

Overall, the property appeared to be in average to fair condition. its accessibility is
superior to that of the subject site, and its visibility is similar to the expected
visibility of the Proposed Coral Bay Marina Resort.
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Additional Island
Competitors

We have also reviewed other area lodging facilities to determine whether any may

compete with the proposed subject property on a secondary basis. The following
sets forth the pertinent characteristics of the secondary competitors.

The Marriott Frenchman's
Reef & Morning Star
Resort, owned by
DiamondRock Hospitality
and operated by Marriott's
corporate office, is located
on the island of St. Thomas
and positioned as an upper
upscale  hotel  heavily
focused on meeting and
group business, as well as
leisure business from loyal
Marriott customers. The
property originally opened
with 418 units, but added 83 units in February of 1998 and converted 23 units to
administrative offices in August of 2004. This resort-style property is divided
between Frenchman's Reef and Morning Star Resort; Frenchman's Reef is located
on the hillside overlooking a portion of Charlotte Amalie Harbor while Morning
Star Resort is perched on a hill adjacent to a stretch of beach access. Morning Star
is regarded as being slightly more exclusive and leisure-oriented than its
complementing property, Frenchman's Reef. Collectively, this resort offers four
food and beverage outlets, approximately 60,000 square feet of meeting space
{approximately 125 square feet per guestroom), three outdoor pools and two
whirlpools, two tennis courts along the acean, a health club and spa, a business

center, a water sports desk, a dive shop, and various retail outlets including a
sundries shop and jewelry store.

Given the large proportion {approximately 125 square feet per guestroom), total
capacity (approximately 60,000 square feet), Marriott brand affiliation, and high
quality of the meeting space, this property received a significant portion of the
island’s total meetings, incentives, conventions, and exhibitions (MICE) business.
The primary competitor for the island’s MICE business is the Sugar Bay Resort
(formerly a Wyndham affiliated hotel). This Marriott is the largest property on the
island at 478 total rooms which enables it to host large groups. The hotel's meeting

facilities are utilized by local businesses and individuals as well as tourists for
meetings and events.

August-2013
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Rosewood Caneel Bay Resort
is located on the northwestern
shoreline of the island of St
John, approximately two miles
north of the Town of Cruz Bay,
and is positioned as one of the
unique luxury hotel resorts in
the Caribbean. The resort is
set on a peninsula that offers
seven natural beaches, which
together complete what is
arguably one the most
picturesque resort settings in
the Caribbean. Rosewood Caneel Bay Resort has been in operation since 1956 and
was founded by Laurence Rockefeller. Since the hotel's opening, many
renovations have occurred and amenities have been added. Today, the hote!l has
166 guest rooms of which several are located in Laurence Rockefeller's original
private estate house. Amenities include various water activities, eleven tennis
courts, a croquet lawn, a kids center, pro shop facilities, and gift shop. The Self
Centre at Caneel offers guest spa treatments as well as wellness and stress
management classes such as yoga, Pilates, and meditation. Food and beverage
outlets include formal dining at the Turtle Bay Estate House Restaurant, two casual
oceanfront dining facilities, and a private dining room called the Wine Room. In
addition, Rosewood Caneel Bay features 12,268 square feet of meeting space.
Reportedly, Caneel Bay achieved an occupancy rate of 64% in 2012 with an
average rate of $655, resulting in a RevPAR of $419.

The Windward Passage Hotel
is independently owned and
operated (Windward Co.).
This  full-service  lodging
facility features a total of 150
guestrooms (in the case of the
subject property, at 90%
competitive the weighted
room count is 135), a full-
service restaurant (Windward
Restaurant), a courtyard bar,
2,134 square feet of meeting
space  (approximately 14
square feet per room), and a business center. Recreational amenities include an
outdoor pool, an exercise room, a putting green, and a casino. The hotel also
features a variety of retail outlets in its ground-level courtyard; these include a




spa, salon, SCUBA diving shop, and a tour/excursion kiosk. Windward Passage
offers a free shuttle to and from the famed Magen's Bay each day. The hotel, which
was built in 1967, was historically affiliated with InterContinental Hotel Group
(IHG) and flagged as a Holiday Inn; the property began operating independently in
April 2009. This hotel benefits from its location proximate to the CBD, the airport,
the cruise ship terminal, and tourist-oriented retail and restaurant development
along Veterans Drive. This property also maintains an unobstructed view of the
ocean. Disadvantages include its lack of beachfront (mitigated in part by the free
shuttle to and from Magen's Bay, and its lack of a brand affiliation, Given its
facilities, location relative to the CBD and government offices, and price point, this
property attracts a significant portion of the island’s commercial and government
business. As these travelers value brand affiliation very highly as frequent stay
rewards may be accrued and appiied towards personal use, the management team
at Windward Passage has attempted to appeal to these travelers by offering a
frequent stay program of its own. This recently-implemented and relatively
unknown program offers guests one free night after ten paid nights.

The Secret Harbour Beach Resort is
located in St. Thomas and is one of
just a few boutique beach resorts on
the island. The project features an
intimate oceanfront location on a
secluded cove. Situated on the east
end of St. Thomas just one mile from
the village of Red Hook and the ferry
to 5t. John, Secret Harbour Beach
Resort is just eight miles from
Charlotte Amalie. The suites offered Pes ;
include studio, one-bedroom, and two-bedroom accommodations feature full
kitchens, one or two bathrooms, and a large patio or balcony overlooking the cove.
All units have a view of the water and are located either on the hill side for a
sweeping panoramic scene, or beachfront for a close-up of the sparkling blue
waters of the Caribbean. In-room internet access, daily maid service, and parking
are complimentary. Secret Harbour Beach Resort is a designated marine sanctuary
and the consistently calm waters have some of the most diverse and healthy sea
life in the Virgin Islands, right off its beach. Aqua Action Dive & Watersports,
provides equipment and training for snorkeling, scuba diving, kayaking, and
paddle boarding. The Sunset Grille and Cruzan Beach Club offer a classic American

Grill menu with island-style flair. Tennis courts, a fitness center, and a freshwater
pool provide vacationers with many options.
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Sugar Bay Resort & Spa is T S
located on the northern side of | A Y Y
St. Thomas featuring modern '
day conveniences while also
reflecting the beauty and
tranquility of the Caribbean.
Expansive bay and ocean views
set the Sugar Bay Resort & Spa
apart from other St Thomas
hotels. All rooms accommodate
either one king bed or two
double beds. Rooms have
exterior corridor access, furnished balconies and Balinese-style furnishings,
including a two-chair dining set. Rooms also feature a spacious bathroom with a
shower/tub combination, marble floor and separate vanity. The resornt view
guestroom 1s 475 square feet and features panoramic resort and watenway views
or bay views with partial ocean views. The occan view gucstroom contains 473
square feet and features panoramic ocean and island views. The one bedroom
suite is 800 square feet and features a view of bay. It includes a bedroom. parfor
and private balcony. Sugar Bay is the only true all-inclusive resort in St
Thomas. with the per-night rate on single or double occupancy rooms including
meals, beverages, recreation. entertainment. use of non-motorized water sports
cquipment, access to the fitness center. and tax and gratuitics.

Supply Changes It is important to consider any new hotels that may have an impact on the
proposed subject property's operating performance. Based upon our research and

inspection, new supply considered in our analysis is presented in the following
table.

FIGURE 4-14 NEW SUPPLY

Total
Number Competitive Estimated
Propased Property of Rooms Level Opening Date Development Stage
Proposed Coral Bay Marina Resort 130 100 % January 1 2017  Early Development
Wastin 5t. John Resort =79 100 January 1 2015  Converting Rooms to Timeshare

Tatals/Averages 51
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Supply Conclusion

DEMAND

The Westin in St. John is currently converting three hotel buildings into timeshare
units collectively containing 79 hotel rooms. Construction has started and
completion is expected in the 4% guarter of 2014 with first occupancy in the 1=
quarter of 2015. The owners will not receive a deed, but a certificate of ownership
in a trust. The resort already has two timeshare phases contained in 6 hote
buildings. Over time, the entire resort is envisioned to convert all hotel rooms to
dedicated timeshare units. As such, we have adjusted the unit count of the Westin
Resort from 172 to 93 units in our analysis effective January 2015.

While we have taken reasonable steps to investigate proposed hotel projects and
their status, due to the nature of real estate development, it is impossible to
determine with certainty every hotel that will be opened in the future, or what
their marketing strategies and effect in the market will be. Depending on the
outcome of current and future projects, the future operating potential of the
proposed subject property may be positively or negatively affected. Future
improvement in market conditions will raise the risk of increased competition. Our

forthcoming forecast of stabilized occupancy and average rate is intended to
reflect such risk.

We have identified various properties that are expected to be competitive to some
degree with the proposed subject property. We have also investigated potential
increases in competitive supply in this St. John submarket. The Proposed Coral Bay
Marina Resort should enter a dynamic market of varying product types and price

points. Next, we will present our forecast for demand change, using the historical
supply data presented as a starting point.

The following table presents the most recent trends for the subject hotel market as
tracked by HVS. These data pertain to the competitors discussed previously in this
section for whom the custom STR Trend report was ordered. Note that
performance results are estimated and rounded for the competition, and in some
cases assigned a competitive weighting if the hotel was classed as a secondary
competitor to the subject hotel. In this respect, the information in the table below
differs from the previously presented STR data; the following data is the date that
is utilized in our supply and demand analysis developed for this report.
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FIGURE 4-15 HISTORICAL MARKET TRENDS

Accommodated Room Nights Market Market
Year Room Nights % Change Available % Change  Occupancy  Market ADR % Change RevPAR % Change
Est. 2010 146,978 - 208.050 - 706 % 529139 - 5205 BS
Est 2011 151,022 28 % 208,050 00 % 726 30173 36 % 219.03 64 Y
Est 2012 148.135 {19) 208,230 a1 711 313,83 60 227.53 18
Avg. Annual Compounded
Chg, Est 2010 Est. 2012 04 % 00 % 48 % 51 %
Demand Analysis For the purpose of demand analysis, the overall market is divided into individual
Using Market segments based on the nature of travel. Based on our fieldwork, area analysis, and
Segmentation knowledge of the local lodging market, we estimate the 2012 distribution of

accommodated-room-night demand as follows.

FIGURE 4-16 ACCOMMODATED ROOM NIGHT DEMAND

Marketwide
Accommodated Percentage
Market Segment Demand of Total
Leisure 125915 B ¥
Meeting and Groug 22220 15
Total 148,135 100 %

The market's demand mix comprises leisure demand, with this segment
representing roughly 85% of the accommodated room nights in this subject

competitive hotel market. The remaining portion comprises meeting and group at
15%.

Using the distribution of accommodated hotel demand as a starting point, we will

analyze the characteristics of each market segment in an effort to determine future
trends in room-night demand.

Leisure Segment Leisure demand consists of individuals and families spending time in an area or
passing through en route to other destinations. Travel purposes include
sightseeing, recreation, or visiting friends and relatives. Leisure demand also
includes room nights booked through Internet sites such as Expedia, hotels.com,
and Priceline; however, leisure may not be the purpose of the stay. This demand
may also include business travelers and group and convention attendees who use
these channels to take advantage of any discounts that may be available on these
sites. Leisure demand is strongest Friday and Saturday nights and all week during
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Meeting and Group
Segment

Conclusion

holiday periods and the summer months. These peak periods represent the
inverse of commercial visitation trends, underscoring the stabilizing effect of
capturing weekend and summer tourist travel. Future leisure demand is related to
the overall economic health of the region and the nation. Trends showing changes

in state and regional unemployment and disposable personal income correlate
strongly with leisure travel levels.

Considering both current and historical trends, we project demand change rates
of 2.0% in 2013, 2.0% in 2014, and 2.0% in 2015. After these first three projection
years, we have forecast demand change rates of 2.0% in 2016 and 2.0% in 2017.

The meeting and group market includes meetings, seminars, conventions, trade
association shows, and similar gatherings of ten or more people, Peak convention
demand typically occurs in the spring and fall. Although there are numerous
classifications within the meeting and group segment, the primary categories
considered in this analysis are corporate groups, associations, and SMERFE (sacial,
military, ethnic, religious, fraternal, and educational) groups. Corporate groups
typically meet during the business week, most commonly in the spring and fall
months. These groups tend to be the most profitable for hotels, as they typically
pay higher rates and usually generate ancillary revenues including food and
beverage and/or banquet revenue. SMERFE groups are typically price-sensitive
and tend to meet on weekends and during the summer months or holiday season,
when greater discounts are usually available; these groups generate limited
ancillary revenues. Association demand is generally divided on a geographical
basis, with national, regional, and state associations representing the most
common sources. Professional associations and/or those supported by members'
employers often meet on weekdays, while other associations prefer to hold events
on weekends. The profile and revenue potential of associations varies depending
on the group and the purpose of their meeting or event.

Considering both current and historical trends, and our defined competitive hotel
market, we have conservatively forecast no increase in the existing level of
meeting oriented room night demand into the foreseeable future.

The purpose of segmenting the lodging market is to define each major type of
demand, identify customer characteristics, and estimate future growth trends.
Starting with an analysis of the local area, two segments were defined as
representing the subject property’s lodging market. Various types of economic and
demographic data were then evaluated to determine their propensity to reflect
changes in hotel demand. Based on this procedure, we forecast the following
average annual compounded market-segment growth rates.

Auoncr-720113
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FIGURE 4-17 AVERAGE ANNUAL COMPOUNDED MARKET SEGMENT GROWTH RATES

Market Segment

Annual Growth Rate

2013 2014 2015 2016 2017 2018 2019 2020 2021

Leisure
Meeting and Group

2.0 % 20 % 20% 20% 20% 20% 2.0 % 20 % 20%
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00

Base Demand Growth

Latent Demand

Unaccommodated
Demand

17 % 1.7 % 1.7 % 1.7 % 17% 17% 1.7 % 1.7 % 17 %

A table presented earlier in this section illustrated the accommodated-room-night
demand in the subject property’s competitive market. Because this estimate is
based on historical occupancy levels, it includes only those hotel rooms that were
used by guests. Latent demand reflects potential room-night demand that has not
been realized by the existing competitive supply; this type of demand can be
divided into unaccommodated demand and induced demand.

Unaccommodated demand refers to individuals who are unable to secure
accommodations in the market because all the local hotels are filled. These
travelers must defer their trips, settle for less desirable accommodations, or stay
in properties located outside the market area. Because this demand did not yield
occupied room nights, it is not included in the estimate of historical
accommodated-room-night demand. If additional lodging facilities are expected to
enter the market, it is reasonable to assume that these guests will be able to secure
hotel rooms in the future, and it is therefore necessary to quantify this demand.

Unaccommodated demand is further indicated if the market is at all seasonal, with
distinct high and low seasons; such seasonality indicates that although year-end

occupancy may not average in excess of 70%, the market sells out many nights
during the year.

The following table presents our estimate of unaccommodated demand in the
subject market.

FIGURE 4-18 UNACCOMMODATED DEMAND ESTIMATE

Accommodated Room Unaccommodated Unaccommodated
Market Segment Night Demand Demand Percentage Room Night Demand
Leisure 115,915 29 % 3,640
Meeting and Group 22,220 29 642
Total 148,135 29% 4,282
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Induced Demand

Accommodated
Demand and Market-
wide Occupancy

Accordingly, we have forecast 2.9% of the base-year demand to be classified as

unaccommodated based upon an analysis of monthly and weekly peak demand
and sell-out trends.

Induced demand represents the additional room nights that are expected to be
attracted to the market following the introduction of a new demand generator.
Situations that can result in induced demand include the opening of a new
manufacturing plant, the expansion of a convention center, or the addition of a

new hotel with a distinct chain affiliation or unique facilities. The following table
summarizes our estimate of induced demand.

FIGURE 4-19 INDUCED DEMAND ESTIMATE

Market Segment 2017 2018 2019 2020 2021
Leisure 5.647 5,647 5.647 5,647 5,647
Meeting and Group 0 0 0 0 0
Total 5,647 5,647 5,647 5,647 5,647

Based upon a review of the market dynamics in the subject property’s competitive
environment, we have forecast growth rates for each market segment. Using the
calculated potential demand for the market, we have determined market-wide

accommodated demand based on the inherent limitations of demand fluctuations
and other factors in the market area.

The following table details our projection of lodging demand growth for the
subject market, including the total number of occupied room nights and any
residual unaccommodated demand in the market.




FIGURE 4-20 FORECAST OF MARKET OCCUPANCY

2015

2016 2017 2018 2019 2020 2021
Leisure
Base Demand 133,622 136,294 139,020 141,801 144,637 147,529 150,480
Unaccommaodated Demand 3,862 3,940 4,019 4,099 4,181 4,264 4,350
Induced Demand 0 o 5647 5.647 5,647 5647 5647
Total Demand 137,484 140,234 148,685 151,546 154,464 157,441 160,476
Growth Rate 20 % 20 % 60 % 19 % 19 % 19 % 19 %
Meeting and Group
Base Demand 22,220 22210 22,220 22,220 22,220 22,220 22220
Unaccommodated Demand 642 642 642 642 642 642 B42
Induced Demand 0 0 a 4] 0 0 1]
Total Demand 22,863 22 803 22863 22,863 22,863 22,863 22,863
Growth Rate 0o % 00 % 00 % 00 % 00 % 00 % 00 %
Totals
Base Demand 155,842 158,515 161,241 164,021 166,857 169,750 172,700
Unaccommaodated Demand 4,505 4,582 4,661 4,741 4,823 4,907 4,992
Induced Demand 4] 0 5,647 5,647 5,647 5,647 5,647
Total Demand 160,347 163,097 171,548 174 403 177,327 180,303 183,339
less: Residual Demand 22,872 25,349 5,671 7,171 B,976 10,896 12,920
Total Accommodated Demand 137,475 137,748 165,877 167,238 168,351 169,407 170,419
Overall Demand Growth (9.7) % 0.2 % 204 % 08 % 07 % 06 % 0.6 %
Market Mix
Leisure B5.7 % B6.0 % B6.7 % 869 % B7.1 % B7.3 % B7.5 %
Meeting and Group 14.3 14.0 133 131 129 127 125
Existing Hotel Supply 570 570 570 570 570 570 570
Proposed Hotels
Proposed Coral Bay Marina Resort U 130 130 130 130 130
Westin St lohn Resort g -79 -79 -79 79 78 79 -79
Available Rooms per Night 179,215 179,215 226,665 226.665 226,665 226,665 226,665
Nights per Year 365 385 365 365 365 365 365
Total Supply 491 491 621 621 621 621 621
Rooms Supply Growth <139 % 00 % 265 % 00 % 00 % 00 % 00 %
Marketwide Occupancy 76.7 % 76.9 % 73.2 % 738 % 743 % 74.7 % 752 %

Opening in January 2017 of the 100% competitive, 130-room Proposed Coral Bay Marina Resort
: Opening in January 2015 of the 100% competitive, -79-room Westin St. John Resort

These room-night projections for the market area will be used in forecasting the
proposed subject property’s occupancy and average rate in Chapter 6,

LR TE =k HATD



5. Description of the Proposed Project

The quality of a lodging facility's physical improvements has a direct influence on
marketability, attainable occupancy, and average room rate. The design and
functionality of the structure can also affect operating efficiency and overall
profitability. This section investigates the subject property's proposed physical
improvements and personal property in an effort to determine how they are
expected to contribute to attainable cash flows.

CORAL BAY MARINA RESORT - SITE LAYOUT

Proposect Develapment : :
TRER - SLJofn Pioposed Site Pan m larecian Design Giuop.
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Apremaord AT P el wdlww o b - .-



It should be factually noted that the developers’ architect designed the site layout
of the proposed hotel, as presented herein, based on 65 two-bedroom hotel units
{130 hotel room keys) with each unit containing approximately 1,565 square feet.
The original development plan was to introduce large condominium units with the
intent to sell-out the inventory to prospective buyers. Based on our findings it is
clearly evident the “for sale” of condominiums in the subject's market at this
particular point in time does not represent the highest and best use of the land. It
is our recommendation the units be designed with flexibility in mind and be more
considerate of "brand standards” regarding unit sizes. We recommend a typical
hotel room size more in line with “all-suite” room configurations that typically
range from 450 to 500 square feet. In the future, this may allow the developer to
have a saleable product and convert part of the hotels inventory to timeshare use

or sell the inventory to third party owners that would participate in the resort's
rental program.

It is our recommendation that the process of determining future project density to
be a joint effort, collectively including the developer, the architect, and
knowledgeable representatives from the selected hotel brand to assist in
presenting an applicable model of the future site plan. For the purpose of this

study, we have made the extraordinary assumption that the minimum room
inventory census is 130-rooms,

We have also assumed that the marina and related facilities have been built and
are functional prior to the construction of the resort hotel. Over the development
period of the marina, site infrastructure will be completed including a dredging of
the harbor, which will be utilized to accommodate a beach shoreline for the future
hotel. We have assumed the marina and the resort will be constructed over the
following development timeline.

FIGURES-1 PROPOSED DEVELOPMENT TIMELINE FOR MARINA AND RESORT HOTEL

Date of Study Rezoning/Land Use A dment Development of Marina  Opening of the Marina Development of Resort Opening of the Resort
August 15, 2013 August 2013 - Juy 2014 August 2014 - July 2615 August I, 2015 August 2015 December 2015 January &, 2017
12-months 9-12 months 15-17 months
Project Overview The Proposed Coral Bay Marina Resort will be improved with a full-service, resort

lodging facility that will be affiliated with an internationally-recognized hotel brand.
The hotel development and related supporting facilities under consideration will be
known as the Coral Bay Marina Resort. The resort will also incorporate an B85 wet-
slip mega yacht marina. The proposed hotel is expected to open on January 1, 2017
and will feature 130 rooms, various restaurant venues, a lounge and open-air bar,
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2,500 square feet of meeting space, two freshwater outdoor pools and whirlpool,
an exercise room, a business center, a gift shop, and a guest laundry room.

Summary of the Based on information provided by the proposed subject property's development

Facilities representatives, the following table summarizes the facilities that are expected to
be available at the proposed subject property. Overall, we recommend the vision of
the property to be a low-profile, conservative appearance, which blends into and
takes advantage of the natural surroundings. All of the improvements should have
consistency with Jow-rise buildings, not exceeding two-three stories. The design
and layout of the resort is intended to preserve the natural beauty of the island - in
particular, the resort's picturesque location and its unspoiled heaches.

FIGURES-2 RECOMMENDED FACILITIES SUMMARY

% of

Guestroom Cenfiguration Total Number of Units
King 19% 25
Queen 19% 25
Suite 31% 40
One-Bedroom Suite 15% 20
Two Bedroom Suite 15% 20

Total 130
Food & Beverage Facilities Seating Capacity
Breakfast Dining Area 75
Lounge/Bar 45
Indoor Meeting & Banquet Facilities Square Footage
Meeting Space 2,500

Tatal 2,500

Amenities & Services
Cutdoar Swimming Pool Exercise Room/Fitness Center
Outdoar Whirlpool Business Center/Lobby Workstation
Vending Areas Gift Shop/Sundries Counter/Market Pantry
Guest Laundry Facility Sport Court
Infrastructure
Parking Spaces To be determined
Elevators

Not Applicable
Sprinklers, Smoke Detectars
Steel, Reinforced Concrete

Life-Safety Systems
Canstruction Details

L pr—T T



In addition to the guest room amenities and meeting space, we recommend that
the following facilities and amenities be available on site:

- All guestrooms will feature balconies offering ocean views;

- Native tropical landscaping that ensures guests privacy and creates a true
resott experience;

- Roughly, 2,500 square feet of meeting space. This equates to 20 square feet of
meeting space per guestroom. Some portion of this space could be multj-
purpose.

- One three-meal restaurant with a large dedicated poolside outdoor dining area
offering:

- Complimentary full cooked-to-order breakfast every morning; and

- Complimentary beverages at Manager's receptions each weekday evening;

- A pool bar/grill (shared kitchen with the three meal);

- Two resort-style infinity-edge swimming pools and expansive deck areas with
views of Coral Bay Harbor and the marina;

- One pool should be designated as an adult pool, while the other should include
child friendly water features, like a lazy river or waterslide.

- Adedicated lounge room for early arriving or late departing guests; the lounge
should feature lockers for guests to secure personal items and at least four
private bathrooms with a shower;

- 3t party spa services offered in pool side cabanas or in guestrooms;

- Fitness center;

- 24 hour business center;

- Gift/sundry shop;

- Tour operator on site to facilitate guest access to all recreation activities
available on and off island;

- Direct access to other St. John area beaches via a shuttle service:

- An on-site car rental office;

- Proper security throughout the hotel; and

- Adequate self-parking.

Guests arriving by air should be greeted by a hotel representative at the St.
Thomas' Cyril E. King Airport. Upon landing, guests can proceed with the check-in
process as part of their airport reception and while they are being escorted on a
taxi to either Red Hook or Charlotte Amalie for a ferry ride to St. John, and the
subsequent taxi shuttle to the subject hotel.

Due to the seasonality issues that pertain to the demand in the market, room count
is very important given that a significant portion of any given year's revenue must
be earned in a select period of months. On average, we estimate that a typical hotel
on St. Thomas will earn approximately 609% of its annual revenue over the course
of a five-month period. Having a larger room count would allow for higher
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Site improvements and
Hotel Structure

revenues in the peak-season when demand is high; however, in the off-season,
when demand is minimal, a larger room count will leave the subject hotel exposed
to more risk. The day-to-day operating costs of a larger hotel increase significantly
with each additional room; without demand to fill the rooms in the off-season, a
large property will lose revenues that were earned in the peak-season. With
careful consideration to the seasonality of the market, the total demand levels
(accommodated and unaccommodated) and the projections of demand growth,
and consideration of the existing hotel market and a number of other factors, we
recommend a room count of 130, This room count will allow the future operator to
capture a significant amount of revenue in the peak-season while mitigating the
risk associated with a large hotel in the off-season.

Additional consideration has been given to the room count to take into account
higher than normal average lengths-of-stay. We are of the opinion that a portion of
the development will be utilized by yachters that may require longer lengths-of-
stay. For this reasons, we have dedicated approximately 30% of the room count to
one- and two-bedroom suite configuration. This would also give the developers
the flexibility to potentially sell units as part of an asset exit strategy to
prospective yachters or seasonal vacationers that in turn would enter into a
management agreement with the property owner/management to release the unit

while not in use and operate within an organized hotel-like transient rental
program.

Once guests enter the site, ample parking will be available on the surface lot
around the perimeter of the hotel. Site improvements will include freestanding
signage, which will be located on the western and eastern sides of the site
(additional signage will be placed on the exterior of the building). We assume that
all signage will adequately identify the property and meet brand standards.
Planned landscaping should allow for a positive guest impression and competitive
exterior appearance. Sidewalks will be present along the front entrance and
around the perimeter of the hotel. Other site improvements will include an
outdoor pool with sundeck, a barbeque and picnic area, and a trash area toward

the rear of the property. Overall, the planned site improvements for the property
appear adequate.,

As currently designed by the architectural firm Jaredian Design Group, the hotel
structure will comprise nine one-, two- and three-story buildings, which will be
constructed of steel and reinforced concrete. The exterior of the hotel will be
finished with stucco and will feature stone accents on the ground level and near
the main entrance. Elevator service will be provided to the three-story structures
(four buildings in total). The hotel's roof will be made of wood trusses, covered
with plywood and roof tiles or composition shingles. Double-paned windows will
reduce noise transmission into the rooms, Heating and cooling will be provided by
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Public Areas

Guestrooms

thraugh-the-wall units and several large units for the public areas. Overall, the
planned building components appear nermal for a hotel of this type and should
meet the standards for this market. We assume that all structural components will
meet local building codes and that no significant defaults will accur during
construction that may impact the future operating potential of the hotel or delay
its assumed opening date. It is important to note that many aspects of the future
facilities and potential design characteristics referenced throughout this report

refer to the prototype design and development specifications set forth by various
international hotel brands.

The subject property will contain food and beverage outlets. We recommend that
these facilities take advantage of the picturesque views of Coral Bay. The lounge
and bar should take the advantage of an open-air concept offering lunch and
dinner, as well as drinks, in a casual atmosphere. It would also be an area in the
resort that offers television viewing.

In order to have the ability of attracting some groups to the resort, the resort
should be equipped with audio systems and some set-up capabilities for group
functions. The outdoor restaurant/lounge as well as surrounding outdoor areas
could be utilized as function space. Although the subject property will not market
itself specifically toward large groups, some limited amount of meeting space and

facilities, as well as full catering services, should be available for outdoor events
such as weddings and reunions.

The subject property will offer two freshwater, outdoor swimming pools, a fitness
center, massage facilities, a self center, and beach accessibility directly from the
property, and various water sport activities. All of these facilities will be
interspersed throughout the property, with the tennis courts, exercise facilities,
and the outdoor swimming pool being offset from the beach areas of the resort, in

the southern section of the property. In addition, the facility will feature a kid's
center, which also offers a nanny program.

The Coral Bay Marina Resort will also offer a gift shop, situated in the main lobby

building. A small room, which serves as a business center, will be located directly
adjacent to the front desk.

Each guestroom is recommended to feature large windows, a coffeemaker,
bathrobes, complimentary beverages upon arrival, a mini-bar/refrigerator, a hair
dryer, an iron and an ironing board, an in-room safe, good internet access
throughout the resort, flat screen TV's, a ceiling fan, an in-room ‘sitting area’, and
either a furnished patio or a balcony.

August-2013
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Back-of-the-House

ADA and
Environmental

Capital Expenditures

Construction Budget

Conclusion

The hotel wili be served by the necessary back-of-the-house space, including an in-
house laundry facility, administrative offices, and a full-service kitchen to serve the
needs of the restaurants and meeting room operation. These spaces should be

adequate for a hotel of this type and should allow for the efficient operation of the
property under competent management,

A majority of the subject property's mechanical and support systems will be
located along the eastern boundary of the property, and should include a reverse
osmosis plant and the sewer treatment plant. The capacity of the reverse osmosis
treatment plant should exceed the needs of the resort. The filtered gray water
could be stored in a cistern and used for irrigation of the property's landscaping,
The dried sludge would be first stored in a bin and then trucked off site to a legal
landfill. The subject property should maintain a generator plant to serve as backup
emergency power. The plant should have the ability to provide the entire resort
with electric power, should "black-outs” - or prolonged power outages occur.

We assume that the property will be built according to all pertinent codes and
brand standards. Moreover, we assume its construction will not create any

environmental hazards (such as mold) and that the property will fully comply with
the Americans with Disabilities Act.

Our analysis assumes that, after its opening, the hotel will require ongoing
upgrades and periodic renovations in order to maintain its competitive level in
this market. These costs should be adequately funded by the forecasted reserve

for replacement, as long as a successful, ongoing preventive-maintenance program
is employed by hotel staff.

A construction budget for the 130-room subject hotel is not yet available.

Overall, the subject property should offer a well-designed, functional layout of
support areas and guestrooms. All typical and market-appropriate features and
amenities appear to be included in the hotel's design. We assume that the building
will be fully open and operational on the assumed opening date and will meet all
local building codes and brand standards. Furthermore, we assume that the hotel
staff will be adequately trained to allow for a successful opening and that pre-
marketing efforts will have introduced the product to major local accounts at least
six months in advance of the opening date.

The resort's overall appearance and simplistic accommodations will match its

reputation as an upper upscale quality property focused on the natural beauty of
its setting within Coral Bay.

Aaimaet. 13
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6. Projection of Occupancy and Average Rate

Along with average rate results, the occupancy levels achieved by a hotel are the
foundation of the property's financial performance and market value. Most of a
lodging facility's other revenue sources (such as food, beverages, other operated
departments, and rentals and other income) are driven by the number of guests,
and many expense levels vary with occupancy. To a certain degree, occupancy
attainment can be manipulated by management. For example, hotel operators may
choose to lower rates in an effort to maximize occupancy. Our forecasts reflect an
operating strategy that we believe would be implemented by a typical,

professional hotel management team to achieve an optimal mix of occupancy and
average rate.

Penetration Rate The subject property’s forecasted market share and occupancy levels are based
Analysis upon its anticipated competitive position within the market, as quantified by its
penetration rate. The penetration rate is the ratio of a property's market share to

its fair share. A complete discussion of the concept of penetration is presented in
the addenda.

Historical Penetration In the following table, the penetration rates attained by the primary competitors
Rates by Market and the aggregate secondary competitors are set forth for each segment for the
Segment base year.

FIGURE 6-1 HISTORICAL PENETRATION RATES

o
£
&
& ¢ £
Property & ¥
Ritz-Carlton Saint Thomas 100 % 100 % 100 %
Westin St. John Resort 104 104 104
Secondary Competiticn a7 a7 97

The Westin St. John Resort achieved the highest penetration rate within the leisure

segment. The highest penetration rate in the meeting and group segment was also
achieved by the Westin St. john Resort.
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Forecast of Subject
Property’s Occupancy

Because the supply and demand balance for the competitive market is dynamic,
there is a circular relationship between the penetration factors of each hotel in the
market. The performance of individual new hotels has a direct effect upon the
aggregate performance of the market, and consequently upon the calculated
penetration factor for each hotel in each market segment. The same is true when
the performance of existing hotels changes, either positively (following a

refurbishment, for example) or negatively (when a poorly maintained or marketed
hotel loses market share},

A hotel’s penetration factor is calculated as its achieved market share of demand
divided by its fair share of demand. Thus, if one hotel's penetration performance
increases, thereby increasing its achieved market share, this leaves less demand
available in the market for the other hotels to capture and the penetration
performance of one or more of those other hotels consequently declines (other
things remaining equal). This type of market share adjustment takes place every
time there is a change in supply, or a change in the relative penetration
performance of one or more hotels in the competitive market.

Our projections of penetration, demand capture, and occupancy performance for
the subject property account for these types of adjustments to market share within
the defined competitive market. Consequently, the actual penetration factors
applicable to the subject property and its competitors for each market segment in

each projection year may vary somewhat from the penetration factors delineated
in the previous tables.

The following tables set forth, by market segment, the projected adjusted
penetration rates for the subject property and each hotel in the competitive set.

FIGURE6-2 LEISURE SEGMENT ADJUSTED PENETRATION RATES

Hotel 2013 2014 2015 2016 2017 2018 2018 2020 2021
Ritz-Carlton 5a:nt Thomas 10400 % 100 % 100 = 100 * 101 % 101 % 100 #* 100 % 100 %
Westin 5t. lchn Resort 104 104 104 104 104 105 104 104 104
Seconaary Competition &7 97 97 97 98 98 97 57 97
Proposed Coral Bay Marina Resort - - - - 84 95 98 io0 100
Westin 5t. John Resort e - 100 100 10t i 100 100 100
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FIGURE 6-3 MEETING AND GROUP SEGMENT ADJUSTED PENETRATION RATES

Hotel 2013 2014 2015 2016 2017 2018 2019 2020 2021
Ruz Carlton Saint Thomas 100 % 10 % 100 % 100 % 106 % 105 % 104 % 104 % 104 %
West'n 5t John Resort 104 104 104 104 111 110 109 109 109
Secondary Competit:on 97 97 a7 97 103 132 101 101 101
Proposed Coral Bay Marina Resort — - - - 75 79 a3 83 83
Westin 5t. John Resort - - 100 100 107 106 104 104 104

These positioned segment penetration rates result in the following market
segmentation forecast.

FIGURE6-4 MARKET SEGMENTATION FORECAST — SUBJECT PROPERTY

2017 2018 2019 2020 2021

Leisure 89 % 89 % B9 % 89 % 89 %
Meeting and Group 11 11 11 11 11
Total 1I00% 100% 100% 100% 100%

The proposed subject property’s occupancy forecast is set forth as follows, with
the adjusted projected penetration rates used as a basis for calculating the amount
of captured market demand.
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FIGURE 6-5 FORECAST OF SUBJECT PROPERTY'S OCCUPANCY

Market Segment 2017 2018 2019 2020
Leisure

Demand 143,791 145,336 146,666 147,946
Market Share 198 % 20,1 % 206 % 209 %
Capture 28,410 29,209 30,215 30,971
Penetration 94 % 96 % 98 % 100 %
Meeting and Group

Demand 22,086 21802 21,685 21,462
Market Share 156 % 166 % 175 % 17.5 %
Capture 3,453 3,829 3,790 3,751
Penetration 75 % 79 % 831 % 81 %
Total Room Nights Captured 31,864 32,838 34,006 34,722
Available Room Nights 47,450 47,450 47,450 47,450
Subject Occupancy 67 % 69 % 2% 73 %
Marketwide Available Room Nights 226,665 226,665 226,665 226,665
Fair Share 21 % 21% 21 % 21 %
Marketwide Occupied Room Nights 165,877 167,238 168,351 169,407
Market Share 19 % 20 % 20 % 20 %
Marketwide Occupancy 73 % 74 % 74 % 75 %
Total Penetration 92 % 94 % 96 % 98 %

Based on our analysis of the proposed subject property and market area, we have
selected a stabilized occupancy level of 73%:. The stabilized occupancy is intended
to reflect the anticipated results of the property over its remaining economic life,
given all changes in the life cycle of the hotel. Thus, the stabilized occupancy
excludes from consideration any abnormal relationship between supply and
demand, as well as any nonrecurring conditions that may result in unusually high
or low occupancies. Although the subject property may operate at occupancies
above this stabilized level, we believe it equally possible for new competition and

temporary economic downturns to force the occupancy helow this selected point
of stability.
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Average Rate Analysis One of the most important considerations in estimating the value of a lodging
facility is a supportable forecast of its attainable average rate, which is more
formally defined as the average rate per occupied room. Average rate can be
calculated by dividing the total rooms revenue achieved during a specified period
by the number of rooms sold during the same period. The projected average rate
and the anticipated occupancy percentage are used to forecast rooms revenue,

which in turn provides the basis for estimating most other income and expense
categories,

The proposed Hotel at Coral Bay's average rate will be projected using a:
{1) competitive positioning method, and;
(2) through an analysis of seasonality of average rates.

Competitive Position Although the average rate analysis presented here follows the occupancy
projection, these two statistics are highly correlated; in reality, one cannot project
occupancy without making specific assumptions regarding average rate. This
relationship is best illustrated by revenue per available room (RevPAR), which
reflects a property's ability to maximize rooms revenue. The following table
summarizes the historical average rate and the RevPAR of the subject property’s
future primary competitors.

FIGURE 6-6 BASE YEAR AVERAGE RATE AND REVPAR OF THE COMPETITORS

Estimated 2012 Average Rooms Revenue

Average Room Room Rate Per Available RevPAR
Praoperty Rate Penetration Room {RevPAR) Penetration
Ritz-Carlton Saint Thomas $494.00 154.5 % $350.74 154.2 %
Westin 5t. John Resort 318.00 99.4 23532 103 4
Average - Primary Competitors 5406.30 127.0 % 5294 .42 1294 %
Avergge - Secondary Competitors 173.00 54.1 119 37 52.5
Overall Average $319.83 5227.53

The defined primarily competitive market realized an overall average rate of
$406.30 in the 2012 base year, improving from the 2011 level of $387.14,

We have forecast an average rate position of $288 in base-year 2012 dollars, for
the proposed subject hotel. We believe this rate position reflects the intended
upper upscale positioning of the resort; note that this rate is approximately $30
below the 2012 ADR of the Westin. Based on our analysis, we have further forecast
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Seasonality

a stabilized average rate position of $344 for the proposed subject property
(assuming a 90% average rate penetration as further shown in the table below).

As discussed in the Supply and Demand Analysis section, the average rates are
much higher during the peak season with a sharp drop-off during the non-peak
season. HVS has concluded, based on research conducted on the selected market,
that the overall peak season typically runs from December through April, and the
non-peak season typically runs from May through November. This pattern will
change slightly from year to year, depending upon the date that Easter occurs. The
peak season typically ends after the completion of the Euster holidays.

Since room rates vary dramatically between the two seasons, separately analyzing
rate by both the peak and non-peak season will ultimately enable us to arrive at a
more accurate annual rooms revenue estimate. The first table on the following

page provides some important insights into the effect of seasonality on demand,
rates, and total tinancial performance.

A review of this data shows that historically 38% to 47% of total annual room
night demand has occurred within the peak season. The data also shows that 51%
to 60% of the total annual room revenue generated is achieved within the peak
season. And finally, the data shows that historically the average rate achieved
during the non-peak season is 53% to 62% of the average rate achieved during the
peak season. It should be note that demand also spikes during the months of June
and July, albeit at significantly discounted average rates,

The second table on the following page illustrates the competitive positioning of
the subject property at 90% of the competitive market. Calendar year 2012 was
utilized as a base year with an adjustment for peak and non-peak rates calculated
by utilizing the fiscal 2012/13 fiscal year indexes (as highlighted).

Even though our forecast does include a 5% first year discounting of the average
rate, it is highly suggested that consideration be given to a normal rate discounting
strategy be employed while the resort works to gain exposure, market recognition,
and build business as it moves toward achieving our forecasted level of stabilized
occupancy.

August-2013
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In the above table, we have projected average rate growth of -3.0% in 2013. The
S5TR Trend Report indicates that the aggregate average rate for the competitive
market decreased 6.3% in 2013 year-to-date through April, compared to the same
period in 2012. We believe average rate of growth will slightly improve through
the remainder of the year, yet consideration must be given to the fact that the

majority of room demand is accommodated within the first four months of the
year.

The average compounded growth rate over the 5-year period is 1.7%. However,
the average growth over the past 3-year period was 4.2% on a compounded basis.
Recently, the average rate increased 2.9% in 2010, 3.7% in 2011 and rising
significantly in 2012 by 6.0%.

Over the past three year period, it appears that RevPAR gains have been bolstered
by the influence of strong vccupancy increases in 2010 through 2011, yet declined
in 2012. In fact, occupied room nights remained relatively flat during this time
frame. We are of the opinion, in the short-term, RevPAR gains will likely come
from average rate increases,

In general, we are forecasting negative occupancy growth for the region in 2013,
as hotel operators continue to focus on average rate increases amid general
growth in room night demand tevels. Now that demand levels are beginning to
recover and occupancy is beginning to re-stabilize (since its large recession
influenced decline in 2009}, market participants appear confident that most of the

future RevPAR growth for the hotel market is anticipated to come from average
rate increases.

Thereafter beginning in 2014, we have forecast annual growth of 3.0% per year
until stabilization in 2020. In 2013-2014, it is our opinion that the macro market
should continue to rebound.
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Conclusions Based on these considerations, the following table illustrates the projected average
rate and the growth rates assumed.

FIGURE 6-9 MARKET AND SUBJECT PROPERTY AVERAGE RATE FORECAST

Area-wide Market (Calendar Year) Subject Property {Calendar Year)

Average Rate  Average Average Rate  Average Average Rate

Year Occupancy Growth Rate Occupancy Growth Rate Penetration
Base Year 711 % - $319.83 - - $288.00 90.0 %

2013 723 3.0 % 31024 - 30 % 279.36 %00
2014 73.2 30 319.54 - 30 287.74 900
2015 76.7 30 325.13 -_ 30 296.37 90.0
2016 769 3.0 339.00 - 3.0 305.26 90.0
2017 73.2 30 349.17 B67.0 % 3.0 31442 50.0
2018 738 3.0 359.65 69.0 30 323.85 90.0
2019 74.3 30 370 44 720 10 333.57 30.0
2020 747 3.0 38155 730 30 34358 50.0

As illustrated above, a -3.0% rate of change is expected for the proposed subject
property’s positioned base year 2012 room rate in 2013. This is followed by
growth rates of 3.0% and 3.0% in 2014 and 2015, respectively. The St. Thomas-St.
John market should enjoy positive rate growth through the near term. The
proposed subject property’'s rate position should reflect growth similar market
trends because of the proposed hotel's new facility and anticipated strong brand
affiliation. The proposed subject property’s ADR penetration rate is consistently
forecast at 90% of the overall ADR forecast for the subject hotel's competitive set,

A new property must establish its reputation and a client base in the market
during its ramp-up period; as such, the proposed subject property’s average rates
in the initial operating period have been discounted to reflect this likelihood. We
forecast a 5.0% discount to the proposed subject property's forecast room rates in
the first operating year, which would be typical for a new operation of this type.

The following occupancies and average rates will be used to project the subject
property’s rooms revenue; this forecast reflects years beginning on January 1,
2017, which correspond with our financial projections.

August-2013 Projection of Occupancy and Average Rate 4 M=



FIGURE 6-10 FORECAST OF OCCUPANCY, AVERAGE RATE, AND REVPAR

Average Rate

Year Occupancy  Average Rate Discount  After Discount RevPAR
2017 $314.42 50 % $298.70 $200.13
2018 32385 00 32385 223.46
2019 33357 0D 33357 240.17
2020 Stabilized 343.58 0o 343.58 250,81
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7. Projection of Income and Expense

Comparable Operating
Statements

In this chapter of our report, we have compiled a forecast of income and expense
for the proposed subject property. This forecast is based on the facilities program

set forth previously, as well as the occupancy and average rate forecast discussed
previously.

The forecast of income and expense is expressed in current dollars for each year.
The stahilized year is intended to reflect the anticipated operating results of the
property over its remaining economic life, given any or all applicable stages of
build-up, plateau, and decline in the life cycle of the hotel. Thus, income and
expense estimates from the stabilized year forward exclude from consideration
any abnormal relationship between supply and demand, as well as any
nonrecurring conditions that may result in unusual revenues or expenses. The ten-
year period reflects the typical holding period of large real estate assets such as
hotels. In addition, the ten-year period provides for the stabilization of income
streams and comparison of yields with alternate types of real estate. The
forecasted income streams reflect the future benefits of owning specific rights in
income-producing real estate.

In order to project future income and expense for the proposed subject property,
we have included a sample of individual comparable operating statements from
our database of hotel statistics. All financial data are presented according to the
three most commaon measures of industry performance: ratio to sales (RTS),
amounts per available room (PAR), and amounts per occupied room night (POR).
These historical income and expense statements will be used as benchmarks in our
forthcoming forecast of income and expense.

Aurust-2013

Praisrtinn nf Incama and Fynanca - oA



FIGURE7-1 COMPARABLE OPERATING STATEMENTS: RATIO TO SALES

Comp 1 Comp 2 Comp 3 Comp 4 Comp 5 Subject
Stabilized §
Year: 2012 2011/12 2011112 2011 2010 2012
Number of Rooms: 170 to 210 100 to 140 170 to 210 170 tc 210 190 to 240 130
Days Open: 365 366 365 365 365 365
Occupancy: 61% 0% 74% 62% 57% 73%
Average Rate: $336 $290 $283 $317 $326 $271
RevPAR: $205 $204 $209 $195 $185 $198
REVENUE
Rooms 462 % 706 % 451 % 450 % 633 % 606 %
Foed 204 184 286 215 176 27.7
Beverage 6.7 76 115 66 7.4 0o
Rental Income 37 29 0o 39 00 00
Garage/Parking 138 0o oo 140 0.0 0.0
Other 46 0.0 (eX1] 45 40 a0
Other Operated Departments 221 29 159 225 41 5,5
Rentals & Other Income 46 05 {1.0) 4.4 77 62
Total 1000 100.0 1000 1000 1000 100.0
DEPARTMENTAL EXPENSES*
Rooms 244 288 197 26.3 169 26.0
Food & Beverage 805 79.7 710 B0O.2 717 B0.D
Other Operated Departments 490 989 62.1 488 75.4 700
Rentals & Other Income 1025 00 0.0 1001 81 c.0
Total 48.6 439 47.2 43 8 323 41.8
DEPARTMENTAL INCOME 51.4 56.1 52.8 50 2 67.7 58.2
OPERATING EXPENSES
Administrative & General 9.4 119 79 90 81 91
Marketing 77 27 54 7.1 5.1 62
Property Operations & Maintenance 30 52 40 29 62 46
Utilities 30 27 22 32 41 17
Total 231 225 19.5 222 235 23.7
HOUSE PROFIT 283 336 333 28.0 44 2 34.6
Management Fee 2.7 40 31 27 32 5.0
INCOME BEFORE FIXED CHARGES 256 296 30.2 253 41 0 29.6
FIXED EXPENSES
Property Taxes 18 39 12 20 15 0.0
insurance 06 11 2.7, 07 786 25
Ground Lease 0.5 0.0 00 08 0.0 0.0
Equipment Lease 44 00 00 71 00 0.0
Miscellaneous Fixed Expenses 59 00 00 90 01 oo
Reserve for Replacement 27 00 4.2 27 21 40
Total 11.1 50 8.1 144 113 6.5
NET INCOME 145 % 246 % 22.1 % 10.9 % 29.7 % 231 %

* Departmental expense ratios are expressed as a percentage of departmental revenues
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FIGURE 7-2

COMPARABLE OPERATING STATEMENTS: AMOUNTS PER AVAILABLE ROOM

Comp 1 Comp 2 Comp 3 Comp 4 Comp 5 Subject
Stabilized $
Year: 2012 2011/12 2011/12 2011 2010 2012
Number of Rooms: 170to210 100to140 170t 210 170t0Z10 190to 240 130
Days Open: 365 366 365 365 365 365
Occupancy: 61% 0% 74% 62% 57% 73%
Average Rate: $336 $290 $283 $317 5326 $271
RavPAR: 5205 5204 $209 £195 5185 $198
REVENUE
Rooms 574,704 574,779 $76,1B5 571,327 $67,638 §72,267
Food 32,509 19,533 48,339 34,139 18,808 32,984
Beverage 10,874 8,066 19,381 10,393 7,930 [¢]
Rental Income 5,908 3,049 0 6,247 0 0
Garage/Parking 22,281 0 a 22,156 0 4]
Other 7,478 0 0 7.200 4,319 a
Other Operated Departments 35,668 3.048 26,847 35,603 4,366 6,597
Rentals & Other income 7,429 566 {1,651} 7,022 8,192 7,388
Total 161,584 105,992 169,101 158,484 106,934 119,236
DEPARTMENTAL EXPENSES
Rooms 18,200 21,5453 15,016 18,748 11,441 18,790
Food & Beverage 15,245 22,000 48,085 35713 19,169 26,387
Other Operated Departments 17,463 3,016 15672 17,365 3,291 4,618
Rentals & Other Income 7,614 0 0 7.029 B67 0
Total 78,522 46,566 79,772 78,855 34.568 48,794
DEPARTMENTAL INCOME 83,062 58,426 89,328 79,629 72,366 69,342
OPERATING EXPENSES
Administrative & General 15,212 12,623 13,349 14,281 B.653 10,893
Marketing 12,434 2,877 9,079 11,158 5441 7427
Property Operations & Maintenance 4,814 5,549 6,778 4,645 6587 5447
Utilities 4,890 2,811 3.767 5,073 4,423 4,456
Total 37,350 23,861 32,974 35,197 25,103 28,224
HOUSE PROFIT 45,712 35,565 56,354 44,432 47,263 41,218
Management fee 4,405 4,189 5,265 4,303 3,432 5,962
INCOME BEFORE FIXED CHARGES 41,308 31,377 51,090 40,129 43,831 35,256
FIXED EXPENSES
Property Taxes 3,074 4,156 2,079 3,246 1,587 0
Insurance 940 1,135 4,603 1,104 8,080 2,971
Ground tease 784 0 0 958 0 0
Equipment Lease 71,077 0 0 11,264 &} [}
Miscellaneous Fixed Expenses 9,452 v] ¢ 14,223 117 0
Reserve for Replacement 4,428 0 7.021 4,356 2,291 4768
Total 17,304 5,295 13,704 22,928 12,075 7,740
NET INCOME 23 404 26,082 37,386 £17,201 S!;_JSG $27.516
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FIGURE7-3 COMPARABLE OPERATING STATEMENTS: AMOUNTS PER OCCUPIED ROOM

Comp 1l Comp 2 Comp 3 Comp 4 Comp 5 Subject

Stabilized $
Year: 2012 2011/12 2011/12 2011 2010 2012
Number of Rooms: 170t0210 100to140 170to210 170to210 19Cto 240 130
Days Open: 365 366 3165 365 365 165
Decupancy: 81% 70% 74% 62% 57% 73%
Average Rate: %336 $290 $283 8317 $326 §271
RevPAR: $205 $204 5209 $195 $185 5198
REVENUE
Rooms 533609 $290.31 $282.83 $317 04 $32553 $27122
Food 148.06 75.83 179.45 151.74 80.52 123.79
Beverage 48.92 3131 71.95 46.20 38.16 0.00
Rental income 26,58 11.84 000 27.77 0.00 0.00
Garage/Parking 100 24 000 0.00 98.48 0.00 0.00
Other 3364 0.00 000 3201 2079 0.00
Other Operated Departments 16047 1184 99,66 158.25 2101 2476
Rentals & Other Income 3342 220 {6.13) 31 3943 27.73
Total 726.96 411.49 627.76 704 44 514 65 447 50
DEPARTMENTAL EXPENSES
Rooms B1.88 B3.66 55.74 B333 55.06 70.52
Food & Beverage 158.57 85.41 178 51 158.74 92.26 99.03
Other Operated Departments 78.56 11.71 61.89 77.19 15.84 17.33
Rentals & Other Income 3425 000 000 3124 321 0.00
Total 353 27 180 78 296.14 350.50 166.37 186.88
DEPARTMENTAL INCOME 373 69 230.71 33162 353.94 348.28 260.62
OPERATING EXPENSES
Administrative & General 68 44 4901 49.56 6348 41 64 40.88
Marketing 55.94 11.17 337 45.77 26.19 2788
Property Cperations & Maintenance 21.66 21.54 2516 2065 31.70 2044
Utilities 2200 1091 1399 2255 2128 16.73
Total 168.03 92 63 122 41 156.44 120.82 105.93
HOUSE PROFIT 205 66 138.08 209 21 197,50 227.47 154.69
Management Fee 13 82 16.26 15.54 19.13 16.52 2237
INCOME BEFORE FIXED CHARGES 185 84 121.81 189.66 178.37 210.95 132.32
FIXED EXPENSES
Property Tanes 1383 16.13 7.72 1443 7.64 0.00
Insurance 4.23 4.42 17.09 491 3889 1115
Ground Lease 353 0.00 0.00 426 000 0.00
Equipment Lease 3184 000 0.00 50.07 0.00 000
Miscellaneous Fixed Expenses 4257 0.00 0.00 63.22 0.56 0.00
Reserve for Replacement 18.92 0.00 26.07 1936 1103 17.80
Total 80.55 20.56 50.87 101.91 58 12 29.05
NET INCOME 5$1065.29 5101.25 4138.79 $76.46 $152.83 $103.27
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Fixed and Variable
Component Analysis

Inflation Assumption

The comparables’ departmental income ranged from 50.2% to 67.7% of total
revenue. The comparable properties achieved a house profit ranging from 28.0%
to 44.2% of total revenue. We will refer to the comparable operating data in our
discussion of each line item, which follows later in this section of the report.

HVS uses a fixed and variable component model to project a lodging facility's
revenue and expense levels. This model is based on the premise that hotel
revenues and expenses have one component that is fixed and another that varies
directly with occupancy and facility usage. A projection can be made by taking a
known level of revenue or expense and calculating its fixed and variable
components. The fixed component is then increased in tandem with the underlying

rate of inflation, while the variable component is adjusted for a specific measure of
volume such as total revenue.

The actual forecast is derived by adjusting each year's revenue and expense by the
amount fixed (the fixed expense multiplied by the inflated base-year amount) plus
the variable amount (the variable expense multiplied by the inflated base-year
amount) multiplied by the ratio of the projection year’s occupancy to the base-year
occupancy (in the case of departmental revenue and expense) or the ratio of the
projection year's revenue to the base year's revenue (in the case of undistributed
operating expenses). Fixed expenses remain fixed, increasing only with inflation.
Our discussion of the revenue and expense forecast in this report is based upon
the output derived from the fixed and variable model. This forecast of revenue and
expense is accomplished through a systematic approach, following the format of
the Uniform System of Accounts for the Lodging Industry. Each category of revenue
and expense is estimated separately and combined at the end in the final
statement of income and expense.

A general rate of inflation must be established that will be applied to most revenue

and expense categories. The following table shows inflation estimates made by
economists at some noted institutions and corporations.

Anmist-2013
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FIGURE 7-

4 INFLATION ESTIMATES
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As the preceding table indicates, the financial analysts who were surveyed in
January of 2013 anticipated inflation rates ranging from 1.0% to 3.6% (on an
annualized basis) for December 2013; the average of these data points was 2.0%.
The same group expects a slightly higher annualized 2.2% inflation rate for June
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2014, These rates are lower than the inflation rate averages for December 2014
and June 2015, shown at 2.3% and 2.4%, respectively.

As a further check on these inflation projections, we have reviewed historical
increases in the Consumer Price Index (CPI-U). Because the value of real estate ig

predicated on cash flows over a relatively long period, inflation should be
considered from a long-term perspective.

FIGURE 7-5 NATIONAL CONSUMER PRICE INDEX (ALL URBAN CONSUMERS)

National Consumer Percent Change
Year Price Index from Previous Year
2002 1799 —
2003 1840 2.3 %
2004 1889 2.7
2005 1953 34
2006 2016 32
2007 2073 28
2008 2153 38
2009 2145 0.4
2010 2181 16
2011 2249 3.1
2012 229.6 2.1
Averape Annual Compounded Change
2002 - 2012 25 %
2007 - 2012 2.1

Saurce: Bureau of Labor Statistics

Between 2002 and 2012, the national CPl increased at an average annual
compounded rate of 2.5%; from 2007 to 2012, the CPI rose by a slightly lower
average annual compounded rate of 2.1%. In 2012, the CPl rose by 2.1%, a
decrease from the level 0f 3.1% recorded in 2011.

In consideration of the most recent trends, the projections set forth previously,
and our assessment of probable property appreciation levels, we have applied
underlying inflation rates of 2.5%, 2.5%, and 3.0% thereafter for each respective
year following the base year of 2012. This stabilized inflation rate takes into
account normal, recurring inflation cycles. Inflation is likely to fluctuate above and
below this level during the projection period. Any exceptions to the application of

the assumed underlying inflation rate are discussed in our write-up of individual
income and expense items.
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Summary of
Projections

Based on an analysis that will be detailed throughout this section, we have
formulated a forecast of income and expense. The following table presents a
detailed forecast through the fifth projection year, including amounts per available
room and per occupied room. The second table illustrates our ten-year forecast of
income and expense, presented with a lesser degree of detail. The forecasts pertain
to years that begin on January 1, 2017, expressed in inflated dollars for each year.
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Rentals & Other
Income (net)

Rocoms Expense

operations with a similar extent of offerings, we have positioned an appropriate
revenue level for the proposed subject property.

The comparable operating statements illustrate other operated departments
revenue ranging from 4.1% to 49.9% of rooms revenue and $11.84 to $160.47 per
occupied room. We forecast the proposed subject property's other operated
departments collective revenues to stabilize at 9.1% of rooms revenue or $31.36
per occupied room by the stabilized year, 2020.

Rentals and other income is always a "net” category. As such, the items that should
be representative of this category are the resort fee to be charged, and the
commissions the hotel will earn from referring guests to outside vendors for

sailing excursions, boat rentals, and fishing. A significant portion of this revenue is
the resort fee.

Based on our review of operations with a similar extent of offerings, we have
positioned an appropriate revenue level for the proposed subject property.
Rentals and other income revenue for the comparables ranged from -2.2% to
12.1% of rooms revenue or $-6.13 to $39.43 on a per-occupied-room basis.

We have included a resort fee of $30.00 per occupied room based on a review of its
most direct competitors. The Ritz-Carlton charges a resort fee of $58.00 per room
per night; the Marriott Frenchman's Reef charges $35.00 per room per night; and
the Westin charges $40.00 per room per night. The resort fee would include the
following: access to the fitness center, use of non-motorized water sports, beach
chairs, towels and service, unlimited domestic calls, self-parking; and
complimentary internet.

Changes in this revenue item through the projection period result from the
application of the underlying inflation rate and projected changes in occupancy.
We forecast the proposed subject property’s rentals and other income to stabilize
at $35.13 per occupied room by the stabilized year, 2020.

Rooms expense consists of items related to the sale and upkeep of guestrooms and
public space. Salaries, wages, and employee benefits account for a substantial
portion of this category. Although payroll varies somewhat with occupancy and
managers can generally scale the level of service staff on hand to meet an expected
occupancy level, much of a hotel's payroll is fixed. A base level of front desk
personnel, housekeepers, and supervisors must be maintained at all times. As a

result, salaries, wages, and employee benefits are only moderately sensitive to
changes in occupancy.

August-2013
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Food and Beverage
Expense

Other Operated
Departments Expense

Administrative and
General Expense

Commissions and reservations are usually based on room sales, and thus are
highly sensitive to changes in occupancy and average rate. While guest supplies

vary 100% with occupancy, linens and other operating expenses are only slightly
affected by volume.

The comparables illustrated rooms expense ranging between 16.9% and 28.8% of
rooms revenue; on a per-occupied-room basis, the range was between $55.06 and
$83.66. We have projected rooms expense for the proposed subject property at
28.8% in the first year {or $86.14 per occupied room), stabilizing at 26.0% in 2020
(or $89.33 per occupied room). The proposed subject property’s rooms
department expense has been positioned based upon our review of the
comparable operating data and our understanding of the hotel's future service
level and price point.

The proposed subject property's food and beverage operation is expected to be
efficiently managed and operate at an expense level that is in line with other
comparable operations. Based upon our review of the comparable operating data
and the expected scope of facility for the proposed subject property, we have
positioned the subject’s food and beverage expense at 80% of departmental
revenue. The comparables range from a low of 71% to a high of 80.5%.

We have projected food and beverage expense for the proposed subject property

at 82.9% in the first year (or $121.62 per occupied room), stabilizing at 80% in
2020 (or $125.45 per occupied room).

Other operated departments expense includes all expenses reflected in the
summary statements for the divisions associated in these categories. This was
previously discussed in this chapter. The comparables illustrated other operated
departments expense ranging from $11.71 to $78.56 per occupied room. We have
projected a stabilized expense ratio of 70% in 2020. Based on our review of
operations with a similar extent of offerings, we have positioned an appropriate
revenue level for the proposed subject property.

Administrative and general expense includes the salaries and wages of all
administrative personnel who are not directly associated with a particular
department. Expense items related to the management and operation of the
property are also allocated to this category.

Most administrative and general expenses are relatively fixed. The exceptions are
cash overages and shortages; commissions on credit card charges; provision for
doubtful accounts, which are moderately affected by the number of transactions or

total revenue; and salaries, wages, and benefits, which are very slightly influenced
by voiume.
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Marlceting Expense

Franchise Fee

As a percentage of total revenue, the comparable operations indicate an
administrative and general expense range from 7.9% to 11.9%, or $8,653 to
$15,212 per available room. Based upon our review of the comparable operating
data and the expected scope of facility for the proposed subject property, we have
positioned the administrative and general expense level at a market- and
property-supported level. In the first projection year, we have projected
administrative and general expense for the proposed subject property to be
$12,309 per available room, or 9.9% of total revenue, By the 2020 stabilized year,
these amounts change to $13,800 per available room and 9.1%, of total revenue.

Marketing expense consists of all costs associated with advertising, sales, and
promotion; these activities are intended to attract and retain customers. Marketing
can be used to create an image, develop customer awareness, and stimulate
patronage of a property's various facilities.

The marketing category is unique in that all expense items, with the exception of
fees and commissions, are totally controlled by management. Most hotel operators
establish an annual marketing budget that sets forth all planned expenditures. If
the budget is followed, total marketing expenses can be projected accurately.

Marketing expenditures are unusual because although there is a lag period before
results are realized, the benefits are often extended over a long period. Depending
on the type and scope of the advertising and promotion program implemented, the
lag time can be as short as a few weeks or as long as several years. However, the
favorable results of an effective marketing campaign tend to linger, and a property
often enjoys the benefits of concentrated sales efforts for many months.

As a percentage of total revenue, the comparable operations indicate a marketing
expense range from 2.7% to 7.7%, or $2,877 to $12,434 per available room. Based
upon our review of the comparable operating data and the expected scope of
facility for the proposed subject property, we have positioned the marketing
expense level at a market- and property-supported level. In the first projection
year, we have projected marketing expense for the proposed subject property to
be $8,393 per available room, or 6.8% of total revenue. By the 2020 stabilized

year, these amounts change to $9,409 per available room and 6.2% of total
revenue.

As previously discussed, the subject is expected to be brand operated; as such, no
franchise agreement will exist and no franchise fees are expected to be required
throughout the ten-year forecast period.
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Property Operations
and Malintenance

Utilities Expense

Property operations and maintenance expense is another expense category that is
largely controlled by management. Except for repairs that are necessary to keep
the facility open and prevent damage (e.g, plumbing, heating, and electrical items),
most maintenance can be deferred for varying lengths of time.

Maintenance is an accumulating expense. |If management elects to postpone
performing a required repair, they have not eliminated or saved the expenditure;
they have only deferred payment until a later date. A lodging facility that operates
with a lower-than-normal maintenance budget is likely to accumulate a
considerable amount of deferred maintenance.

The age of a lodging facility has a strong influence on the required level of
maintenance. A new or thoroughly renovated property is protected for several
years by modern equipment and manufacturers’ warranties. However, as a
hostelry grows older, maintenance expenses escalate. A well-organized preventive
maintenance system often helps delay deterioration, but most facilities face higher
property operations and maintenance costs each year, regardless of the occupancy
trend. The quality of initial construction can also have a direct impact on future
maintenance requirements. The use of high-quality building materials and

construction methods generally reduces the need for maintenance expenditures
over the long term.

As a percentage of total revenue, the comparable operations indicate a property
operations and maintenance expense range from 2.9% to 6.2%, or $4,645 to
$6,778 per available room. We expect the proposed subject property's
maintenance operation to be well managed, and expense levels should stabilize at
a typical level for a property of this type. Changes in this expense item through the
projection period result from the application of the underlying inflation rate and
projected changes in occupancy. In the first projection year, we have projected
property operations and maintenance expense for the proposed subject property
to be $6,155 per available room, or 5.0% of total revenue. By the 2020 stabilized

year, these amounts change to $6,900 per available room and 4.6% of total
revenue.

The utilities consumption of a lodging facility takes several forms, including water
and space heating, air conditioning, lighting, cooking fuel, and other miscellaneous
power requirements. The most common sources of hotel utilities are electricity,

natural gas, fuel oil, and steam. This category also includes the cost of water
service.

Total energy cost depends on the source and quantity of fuel used. Electricity tends
to be the most expensive source, followed by oil and gas. Although all hotels
consume a sizable amount of electricity, many properties supplement their utility
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Management Fee

Property Taxes

Insurance Expense

requirements with less expensive sources, such as gas and oil, for heating and
cooking,

As a percentage of total revenue, the comparable operations indicate a utilities
expense range from 2.2% to 4.1%, or $2,811 to $5,073 per available room. The
changes in this utilities line item through the projection period are a result of the
application of the underlying inflation rate and projected changes in occupancy. In
the first projection year, we have projected utilities expense for the proposed
subject property to be $5,036 per available room, or 4.1% of total revenue. By the

2020 stabilized year, these amounts change to $5,645 per available room and 3.7%
of total revenue.

Management expense consists of the fees paid to the managing agent contracted to
operate the property. Some companies provide management services and a brand-
name affiliation (first-tier management company), while others provide
management services alone (second-tier management company}. Some
management contracts specify only a base fee (usually a percentage of total
revenue), while others call for both a base fee and an incentive fee (usually a
percentage of defined profit). Basic hotel management fees are often hased on a
percentage of total revenue, which means they have no fixed component. While
base fees typically range from 2% to 4% of total revenue, incentive fees are deal-
specific and often are calculated as a percentage of income available after debt
service and, in some cases, after a preferred return on equity. Total management
fees for the proposed subject property have been forecast at 5.0% of total revenue.

We have assumed that the property would be exempt from real property taxes.
Should the property not benefit from this assumption, we note that it will have a
significant impact on the performance of the proposed development.

The insurance expense category consists of the cost of insuring the hotel and its
contents against damage or destruction by fire, weather, sprinkler leakage, boiler
explosion, plate glass breakage, and so forth. General insurance costs also include
premiums relating to liability, fidelity, and theft coverage. Insurance rates are
based on many factors, including building design and construction, fire detection
and extinguishing equipment, fire district, distance from the firehouse, and the
area's fire experience. Insurance expenses do not vary with occupancy.

Based on comparable data and the structural attributes of the proposed project,
we project the proposed subject property's insurance expense at $3,764 per
available room by the stabilized year (positioned at $3,000 on a per-available-
room basis in base-year dollars). This forecast equates to 2.5% of total revenue on

a stabilized basis. In subsequent years, this amount is assumed to increase in
tandem with inflation.
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Reserve for
Replacement

Conclusion

Furniture, fixtures, and equipment are essential to the operation of a lodging
facility, and their quality often influences a property’s class. This category includes
all non-real estate items that are capitalized, rather than expensed. The furniture,
fixtures, and equipment of a hotel are exposed to heavy use and must be replaced
at regular intervals. The useful life of these items is determined by their quality,
durability, and the amount of guest traffic and use,

Periodic replacement of furniture, fixtures, and equipment is essential to maintain
the quality, image, and income-producing potential of a lodging facility. Because
capitalized expenditures are not included in the operating statement but affect an
owner's cash flow, a forecast of income and expense should reflect these expenses
in the form of an appropriate reserve for replacement.

The International Society of Hospitality Consultants (ISHC} undertook a major
industry-sponsored study of the capital expenditure requirements for full-
service/luxury, select-service, and extended-stay hotels. The most recent findings
of the study were published in a reportin 2007.% Historical capital expenditures of
well-maintained hotels were investigated through the compilation of data
provided by most of the major hotel companies in the United States. A prospective
analysis of future capital expenditure requirements was also performed based
upon the cost to replace short- and long-lived building components over a hotel's
economic life. The study showed that the capital expenditure requirements for
hotels vary significantly from year and depend upon both the actual and effective
ages of a property. The results of this study showed that hotel lenders and

investors are requiring reserves for replacement ranging from 4% to 5% of total
revenue.

Based on the results of this study, our review of the subject asset and comparable
lodging facilities, and our industry expertise, we estimate that a reserve for
replacement of 4% of total revenues is sufficient to provide for the timely and
periodic replacement of the subject property's furniture, fixtures, and equipment.
This amount is ramped up during the initial projection period.

In conclusion, our analysis reflects a profitable operation, with net income
expected to total 23.1% of total revenue by the stabilized year. The stabilized total
revenue comprises primarily rooms revenue, with a secondary portion derived
from other income sources. On the cost side, departmental expenses total 41.8% of
revenue by the stabilized year, while undistributed operating expenses total
23.6% of total revenues; this assumes that the property will be operated
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competently by a well-known hotel operator. After a 5.0% of total revenues
management fee, and 6.5% of total revenues in fixed expenses, a net income ratio
of 23.1% is forecast by the stabilized year.
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8. Statement of Assumptions and Limiting Conditions

10.

This report is set forth as a market study of the proposed subject property;
this is not an appraisal report.

This report is to be used in whole and notin part.

No responsibility is assumed for matters of a legal nature, nor do we
render any opinion as to title, which is assumed to be marketable and free
of any deed restrictions and easements. The property is evaluated as
though free and clear unless otherwise stated.

We assume that there are no hidden or unapparent conditions of the sub-
soil or structures, such as underground storage tanks, that would impact
the property’s development potential. No responsibility is assumed for

these conditions or for any engineering that may be required to discover
them.

We have not considered the presence of potentially hazardous materials or
any form of toxic waste on the project site, The consultants are not
qualified to detect hazardous substances, and we urge the client to retain
an expert in this field if desired.

The Americans with Disabilities Act (ADA) became effective on January 26,
1992. We have assumed the proposed hotel would be designed and
constructed to be in full compliance with the ADA.

We have made no survey of the site, and we assume no responsibility in
connection with such matters. Sketches, photographs, maps, and other
exhibits are included to assist the reader in visualizing the property, It is
assumed that the use of the described real estate will be within the
boundaries of the property described, and that no encroachment will exist.

All information, financial operating statements, estimates, and opinions
obtained from parties not employed by CHR Consulting Services, Inc. are
assumed to be true and correct. We can assume no liability resulting from
misinformation.

Unless noted, we assume that there are no encroachments, zoning
violations, or building violations encumbering the subject property.

The property is assumed to be in full compliance with all applicable
federal, state, local, and private codes, laws, consents, licenses, and
regulations (including a liquor license where appropriate), and that all
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licenses, permits, certificates, franchises, and so forth can be freely
renewed or transferred to a purchaser.

All mortgages, liens, encumbrances, leases, and servitudes have been
disregarded unless specified otherwise.

None of this material may be reproduced in any form without our written
permission, and the report cannot be disseminated to the public through
advertising, public relations, news, sales, or other media.

We are not required to give testimony or attendance in court by reason of
this analysis without previous arrangements, and only when our standard
per-diem fees and travel costs are paid prior to the appearance.

If the reader is making a fiduciary or individual investment decision and
has any questions concerning the material presented in this report, it is
recommended that the reader contact us.

We take no responsibility for any events or circumstances that take place
subsequent to the date of our field inspection.

The quality of a lodging facility’s on-site management has a direct effect on
a property's economic viability. The financial forecasts presented in this
analysis assume responsible ownership and competent management. Any
departure from this assumption may have a significant impact on the
projected operating results.

The financial analysis presented in this report is based upon assumptions,
estimates, and evaluations of the market conditions in the local and
national economy, which may be subject to sharp rises and declines. Over
the projection period considered in our analysis, wages and other
operating expenses may increase or decrease because of market volatility
and economic forces outside the control of the hotel’'s management. We
assume that the price of hotel rooms, food, beverages, and other sources of
revenue to the hotel will be adjusted to offset any increases or decreases in
related costs. We do not warrant that our estimates will be attained, but
they have been developed based upon information obtained during the
course of our market research and are intended to reflect the expectations
of a typical hotel investor as of the stated date of the report.

This analysis assumes continuation of all Internal Revenue Service tax code

provisions as stated or interpreted on either the date of value or the date of
our field inspection, whichever occurs first.

Many of the figures presented in this report were generated using
sophisticated computer models that make calculations based on numbers
carried out to three or more decimal places. In the interest of simplicity,
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22.

most numbers have been rounded to the nearest tenth of a percent. Thus,
these figures may be subject to small rounding errors.

Itis agreed that our liability to the client is limited to the amount of the fee
paid as liquidated damages. OQur responsibility is limited to the client, and
use of this report by third parties shall be solely at the risk of the client
and/or third parties. The use of this report is also subject to the terms and
conditions set forth in our engagement letter with the client.

Evaluating and comprising financial forecasts for hotels is both a science
and an art. Although this analysis employs various mathematical
calculations to provide value indications, the final forecasts are subjective

and may be influenced by our experience and other factors not specifically
set forth in this report.

This study was prepared by CHR Consulting Services, Inc.. All opinions,
recommendations, and conclusions expressed during the course of this
assignment are rendered by the staff of CHR Consulting Services, Inc. as
employees, rather than as individuals.
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9. Certification

The undersigned hereby certify that, to the best of our knowledge and belief:

the statements of fact presented in this report are true and correct;

2. he reported analyses, opinions, and conclusions are limited only by the
reported assumptions and limiting conditions, and are our personal,
impartial, and unbiased professional analyses, opinions, and conclusions;

3. we have no present or prospective interest in the property that is the

subject of this report and no personal interest with respect to the parties
involved;

4. we have no bias with respect to the property that is the subject of this
report or to the parties involved with this assignment;

5. ourengagement in this assignment was not contingent upon developing or
reporting predetermined results;

6.  our compensation for completing this assignment is not contingent upon
the development or reporting of a predetermined result or direction in
performance that favors the cause of the client, the attainment of a

stipulated result, or the occurrence of a subsequent event directly related
to the intended use of this study;

7. our analyses, opinions, and conclusions were developed, and this report

has been prepared, in conformity with the Uniform Standards of
Professional Appraisal Practice;

8.  Donald C. Stephens |r. and Kathy Conroy, MAI personally inspected the
property described in this report;

9. Donald C. Stephens |r. provided significant assistance to Kathy Conroy,
MAI and that no one other than those listed above and the undersigned
prepared the analyses, conclusions, and opinions concerning the real
estate that are set forth in this report; Donald C. Stephens Jr. and Kathy
Conroy, MAI, have not performed a market study or feasibility study on
this property within the past three years; ’

10.  the reported analyses, opinions, and conclusions were developed, and this
report has been prepared, in conformity with the requirements of the Code
of Professional Ethics and the Standards of Professional Appraisal Practice
of the Appraisal [nstitute;
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11.  the use of this report is subject to the requirements of the Appraisal
Institute relating to review by its duly authorized representatives; and

12.  as of the date of this report, Donald C. Stephens Jr. has completed the
Standards and Ethics Education Requirement of the Appraisal Institute for
Candidate Members; and as of the date of this report, Kathy Conroy, MAL
has campleted the requirements of the continuing education program of
the Appraisal Institute.

Donald C. Stephens Jr., Vice President
dstephens@hvs.com, +1 (407) 405-4363
State-registered trainee appraiser RI4815
Candidate for Designation
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Kathy Conroy, MAI
CEO-Director/Partner
kconroy@hvs.com, +1 (305) 378-0404 ext. 1011

State-certified general real estate appraiser RZ741
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Penetration Explanation

Let us illustrate the penetration adjustment with an example.

A market has three existing hotels with the following operating statistics:

BASE-YEAR OCCUPANCY AND PENETRATION LEVELS

Number Meeting and
Property of Rooms  Fair Share Commercial Group Leisure Occupancy Penetration
Hotel A 100 235 % B0 % 20 % 20 % 75.0 % 1008 %
Hotel 8 125 294 70 10 20 650 87.4
Hotel C 200 471 30 60 10 800 107.5
Totals/Average 425 100.0 % 47 % B% 15 % 74.4 % 100.0 %

Based upon each hotel's room count, market segmentation, and annual occupancy,
the annual number of room nights accommodated in the market from each market
segment can be quantified, as set forth below.

MARKET-WIDE ROOM NIGHT DEMAND

Annual Room

Market Night Percentage of
Segment Demand Total
Commercial 54,704 474 %
Meeting and Group 43,481 37.7
Leisure 17,246 149
Total 115,431 100.0 %

The following discussion will be based upon an analysis of the commercial market
segment. The same methodalogy is applied for each market segment to derive an
estimate of a hotel's overall occupancy. The table below sets forth the commercial

demand accommodated by each hotel. Each hotel's commercial penetration factor
is computed by:
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1} calculating the hotel's market share % of commercial demand (commercial
room nights accommodated by subject hotel divided by total commercial room
nights accommodated by all hotels) and

2} dividing the hotel’'s commercial market share % by the hotel's fair share %.

The following table sets forth each hotel’s fair share, commercial market share,
and commercial penetration factor.

COMMERCIAL SEGMENT PENETRATION FACTORS

Number Commercial Commercial Commercial
Property of Rooms _ Fair Share Capture Market Share Penetration
Hotel A 100 235 % 16,425 300 % 1176 %
Hotel B 125 294 20,759 37.9 129.0
Hotal € 200 47.1 17,520 320 58.1
Totals/Average 425 100.0 % 54,704 100.0 % 100.0 %

If a new 100-room hotel enters the market, the fair share of each hotel changes
because of the new denominator, which has increased by the 100 rooms that have
been added to the market.

COMMERCIAL SEGMENT FAIR SHARE

Number of
Property Rooms Fair Share
Hotel A 100 12.0 %
Hotel B 125 238
Hotel C 200 38.1
New Hotel 100 190
Total 525 100.0 %

The new hotel's penetration factor is projected for its first year of operation. It is
estimated that the hotel will capture (penetrate) only 85% of its fair share as it
establishes itself in the market. The new hotel's market share and room night
capture can be calculated based upon the hotel's estimated penetration factor.
When the market share of the existing hotels and that of the new hotel are added
up, they no longer equal 100% because of the new hotel's entry into the market.
The market share of each hotel must be adjusted to reflect the change in the
denominator that comprises the sum of each hotel's market share.
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This adjustment can be mathematically calculated by dividing each hotel’s market
share percentages by the new denominator of 97.1%. The resulting calculations
reflect each hotel's new adjusted market share. The sum of the adjusted market
shares equals 100%, indicating that the adjustment has been successfully
completed. Once the market shares have been calculated, the penetration factors
can be recalculated {adjusted market share divided by fair share) to derive the
adjusted penetration factors based upon the new hotel’s entry into the market.
Note that each existing hotel's penetration factor actually increases because the
new hotel is capturing (penetrating) less than its fair share of demand.

COMMERCIAL SEGMENT PROJECTIONS (YEAR 1)

Property

Number
of Rooms

Hist./Proj. Hist./Proj. Adjusted Adjusted
Penetration Market Market Penetration Projected
Fair Share Factor Share Share Factor Capture

Hotel A
Hotel B8
Hotel C
New Hotel

100
125
200
100

190 % 1276 % 243 % 250 % 1314 % 13,688
238 1290 30.7 316 1328 17,299
381 68.1 259 26.7 701 14,600
19.0 85.0 16.2 16.7 875 9,117

Totals/Average

525

100.0 % 97.1 % 100.0 % 54,704

In its second year of operation, the new hotel is projected to penetrate above its
fair share of demand. A penetration rate of 130% has been chosen, as the new
hotel is expected to perform at a level commensurate with Hotel A and Hotel B in
this market segment. The same calculations are performed to adjust market share
and penetration factors. Note that now the penetration factors of the existing
hotels decline below their original penetration rates because of the new hotel's
above-market penetration. Also, note that after the market share adjustment, the
new hotel retains a penetration rate commensurate with Hotel A and Hotel B,
though the penetration rates of all three hotels have declined by approximately
nine percentage points because of the reapportionment of demand.

Once the market shares of each hotel have been adjusted to reflect the entry of the
new hotel into the market, the commercial room nights captured by each hotel
may be projected by multiplying the hotel’s market share percentage by the total
commercial room-night demand. This calculation is shown below.
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COMMERCIAL SEGMENT PROJECTIONS (YEAR 2)

Hist./Proj. Hist./Proj. Adjusted Adjusted

Number Penetration Market Market Penetration Projected
Property of Rooms  Fair Share Factor Share Share Factor Capture
Hotel A 100 19.0 % 1314 % 25.0 % 231 % 1215 % 12,662
Hotel B 125 23.8 132.8 316 293 1229 16,004
Hotel C 200 8.1 701 26.7 24.7 64.8 13,507
New Hotel 100 19.0 130.0 24.8 229 1203 12,531
Totals/Average 525 100.0 % 108.1 % 1000 % 54,704
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March 20, 2015

Denise Hobson

Virgin Islands 31+ Legislature

Capitol Building

$t. Thomas, U. S. Virgin Islands 00802

Via E-mait: dhobson@legvi.org; denhob2003@ychoo.com

RE: LONING REQUEST FOR PARCEL REM. 10A ESTATE EMMAUS, ST. JOHN, U. S. VIRGIN
ISLANDS FOR THE T-REX MIXED-USE DEVELOPMENT PROJECT

Dear Ms. Hobson

Enclosed, herewith are the most current application, drawings and supporting documents
regarding the Request For Rezoning by the Moravian Church V. 1. Conference (herein after referred
to as Moravian Conference). The Moravian Conference is seeking to rezone Parcel Rem. 10A
Estate Emmaus. Sk John, U, §. Virgin Islands. Both parcels are owned by the Moravian Conference

and are leased by T-Rex, St. John, LLC (T-Rex). for the purposes of developing this mixed-use
project.

We have also included former transmitial letters to the past Senator Shawn-Michael Malone, and
the current Senator Clifford F. Graham that include these same documents. Qur review on the
Virgin Islands Legisiature's website regarding this zoning application has an eariier and outdated
submission by the Department of Planning and Natural Resources (DONR) - Division of
Comprehensive and Coastal Zone Planning {(CCZP) from 2012, DPNR has the most current
applicaiion and drawings. but transmitied the earlier application and drawings in error. We have
had a very extensive Public Information Process that has changed the design over time. As such,
the design and application changed as well. In speaking with Ms. Leia LaPlace of CCIP, she has
approved that we assist the V. | Legislature by sending you the most current copies of application

and drawings. | must point out, though. the DPNR Report included on your website is current and
does not need 1o be changed.

Should you have any queastions or comments. please feel free o contact me at 777-1600.

Very truly yours

JAREDIAN DESIGN GROUP

Principal

Encl:  Tronsmittal Letters, Zoning Change/Requesi. Zoning Application, Rev. Zoning Drawings.
Registered Maps/Parcel IDs, Deed. Adjacent Landowners Ceriification, HVS Market Study

Cc via &-mail: Leia LaPlace, DPNR/Division of Comprehensive and Coastal Zone Planning
Rory Calhoun, JD, MBA, Managing Partner, T-Rex, 5. John, LLC



